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Pt PartI

Item 1. Business

Automatic Data Processing, Inc., incorporated in Delaware in 1961 (together with its subsidiaries
“ADP” or the “Company”), is one of the largest providers of computerized transaction processing, data
communication and information services in the world. For financial information by segment and by
geographic area, see Note 18 of the “Notes to Consolidated Financial Statements” contained in this
Form 10-K. The Company’s Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current
Reports on Form 8-K and all amendments to those reports, the Proxy Statement for its Annual Meeting
of Stockholders and its Annual Report to Stockholders are made available, free of charge, on its website
at www.adp.com as soon as reasonably practicable after such reports have been filed with or furnished
to the Securities and Exchange Commission. The following summary describes ADP’s activities.

Employer Services

Employer Services offers a comprehensive range of human resource (HR) information, payroll
processing and benefits administration products and services, including traditional and Web-based
outsourcing solutions, that assist approximately 545,000 employers in the United States, Canada, Europe,
South America (primarily Brazil), Australia and Asia to staff, manage, pay and retain their employees.
Employer Services markets these products and services through its direct marketing sales force and,
on a limited basis, through indirect sales channels, such as marketing relationships with banks and
accountants, among others. In fiscal 2006, 85% of Employer Services’ revenues were from the United
States, 10% were from Europe, 4% were from Canada and 1% was from South America (primarily
Brazil), Australia and Asia.

United States and Canada

Employer Services’ approach to the market is to match a client’s needs with the products and
services that will best meet expectations. To facilitate this approach, in the United States and Canada,
Employer Services is comprised of the following groups: Small Business Services (“SBS”) (primarily
companies with fewer than 50 employees); Major Accounts Services (primarily companies with between
50 and 999 employees); and National Account Services (primarily companies with 1,000 or more
employees).

SBS processes payroll for smaller companies and provides them with market leading solutions,
including a range of value-added services that are specifically designed for small business clients. Major
Accounts Services and National Account Services offer a full suite of best-of-breed employer services
solutions for clients ranging from mid-size through many of the world’s largest corporations.

ADP enables its largest clients to interface their major enterprise resource planning (ERP)
applications with ADP’s outsourced payroll services. For those companies that choose to process payroll
in-house, ADP currently delivers in the United States stand-alone services such as payroll tax filing,
check printing and distribution, year-end tax statements (i.e., form W-2) and wage garnishment services.




In order to address the growing business process outsourcing (BPO) market for clients seeking
human resource information systems and benefit outsourcing solutions, ADP offers its integrated
comprehensive outsourcing services (COS) solution that allows a client to outsource its HR, payroll,
payroll administration, employee service center, benefits administration, and time and labor management
functions to ADP. ‘

In the United States and Canada, ADP provides payroll services that include the preparation of
client employee paychecks and electronic direct deposits, along with supporting journals, summaries and
management reports. In the United States, ADP also supplies the quarterly and annual social security,
medicare and federal, state and local income tax withholding reports required to be filed by employers
and employees, and analogous services are provided in the Canadian market.

ADP’s Tax, Retirement and Pre-Employment Services division includes the following ADP
businesses: Tax and Financial Services, Retirement Services, Screening and Selection Services and
Tax Credit Services. These businesses primarily support and are sold through SBS, Major Accounts
and National Accounts. ADP’s Tax and Financial Services business in the United States and its money
movement business in Canada process and collect federal, state, provincial and local payroll taxes on
behalf of, and from, ADP clients and remit these taxes to the appropriate taxing authorities. These
businesses are also responsible for the efficient movement of information and funds from clients to
third parties through service offerings such as new hire reporting, ADP’s TotalPay® payroll check
(ADPCheck™), full service direct deposit (FSDD) and, in conjunction with major bank partners, stored
value payroll card (TotalPay® Card) products, and the collection and payment of wage garnishments. In
the United States and Canada, these businesses support large, mid-size and small clients and provide an
electronic interface between approximately 420,000 ADP clients and over 2,200 federal, state, provincial
and local tax agencies, from the Internal Revenue Service and Canada Customs and Revenue Agency,
to local governments. In fiscal 2006, ADP’s Tax and Financial Services business in the United States
and its money movement business in Canada together processed and delivered over 52 million year-end
tax statements to its clients’ employees (i.e., form W-2 in the United States and analogous statements in
Canada) and over 41.2 million remittances and employer payroll tax returns, and moved over $1 trillion
in client funds to taxing authorities and its clients’ employees via electronic transfer, direct deposit and
ADPCheck™. ADP’s Screening and Selection Services business provides background checks, reference
verifications and a HR help desk. In the United States, ADP’s Tax Credit Services business provides job
tax credit services that assist employers in the identification of, and filing for, special tax credits based
on geography, demographics and other criteria. In the United States, ADP Retirement Services business
provides recordkeeping and/or related administrative services with respect to various types of retirement
(primarily 401(k)) plans, deferred compensation plans and “premium only” cafeteria plans.

ADP’s HR services provide comprehensive HR recordkeeping services, including benefits
administration and outsourcing, employee history and position control. In the United States, ADP’s
Benefit Services business provides benefits administration across all market segments, including
management of the open enrollment of benefits, COBRA and flexible spending account administration.

In the United States, ADP TotalSource®, ADP’s professional employer organization (PEO)
business, provides clients with comprehensive employment administration outsourcing solutions
through a co-employment relationship, including payroll, payroll tax filing, employee background
checks, HR guidance, 401(k) plan administration, benefits administration, compliance services,
workers’ compensation and healthcare coverage and supplemental benefits for employees. ADP
TotalSource® is the largest PEO in the United States based on the number of total paid worksite
employees. ADP also offers ADP Resource™, an integrated, flexible HR and payroll service
offering that provides a menu of optional services, such as 401(k), FSA and pay-as-you go workers’




compensation, without the co-employment relationship. Together, ADP TotalSource® and ADP
ResourceS™ have 41 offices located in 20 states and serve approximately 5,800 clients and approximately
141,000 worksite employees in all 50 states.

ADP complements its payroll, payroll tax and HR services with additional employer services
that include time and labor management and other products provided by the Tax, Retirement and Pre-
Employment Services division.

Qutside the United States and Canada

There is increasing demand from multinational companies for global payroll and human resource
management services. In Europe, ADP is the leading provider of payroll processing (including full
departmental outsourcing) and various human resource administration services. Employer Services is
present in nine countries in Europe: France, Germany, Italy, the Netherlands, Poland, Spain, Switzerland,
the Czech Republic and the United Kingdom. It also offers services in [reland (from the United Kingdom)
and in Portugal (from Spain). In South America (primarily Brazil), Australia and Asia, Employer
Services provides traditional service bureau payroll and also offers full departmental outsourcing
of payroll services. In fiscal 2006, ADP continued to expand its GlobalView™™ offering, making it
available in 31 countries. GlobalViews™ is built on the mySAP™ ERP Human Capital Management and
the SAP NetWeaver™ platform and offers multinational companies an end-to-end outsourcing solution
enabling standardized payroll processing and human resource administration. In 2006, ADP opened two
representative offices in China, one located in Shanghai and the other in Beijing, to better understand the
developing market in China and serve the needs of multinational companies with operations in China.

Brokerage Services

Brokerage Services provides transaction processing services, desktop productivity applications
and investor communications solutions to the financial services industry worldwide. Brokerage Services’
products and services include: (i) global order entry, trade processing and settlement systems that enable
firms to trade virtually any financial instrument, in any market, at any time; (ii) Internet delivery;
personalized on-demand statements, confirmations, fulfillment, content management, and imaging,
archival, and workflow solutions that enhance communications with investors; proxy distribution and
vote processing, regulatory mailings, tax reporting and corporate actions/reorganization solutions that
help clients meet regulatory and compliance needs; (iii) automated, browser-based desktop productivity
tools for financial consultants and back office personnel; and (iv) integrated delivery of multiple products
and services through ADP’s Global Processing Solution.

Brokerage Services serves a large client base in the financial services industry, including: retail
and institutional brokerage firms; global banks; mutual funds; annuity companies; institutional investors;
specialty trading firms; clearing firms; and publicly owned corporations. Brokerage Services provides
securities transaction processing, printing and electronic distribution of shareholder communications and
other services to clients that conduct business in more than 90 countries in North America, Europe, Asia
and Australia. Brokerage Services also provides computerized proxy vote tabulation and shareholder
communication, distribution and fulfillment services, including Web-enabled products and services. In
fiscal 2006, ADP served approximately 13,000 United States publicly traded companies and 450 mutual
funds and annuity companies with proxy services on behalf of more than 850 brokerage firms and banks.




On August 2, 2006, ADP announced that its Board of Directors approved a plan to spin-off
the Brokerage Services Group business, comprised of Brokerage Services and Securities Clearing and
Outsourcing Services. See Item 9B ~ “Other Information”,
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Securities Clearing and Outsourcing Services

ADP’s Securities Clearing a}ld Outsourcing Services segment furthers Brokerage Services’
business process outsourcing strategy by positioning ADP to provide any brokerage firm, regardless of
size, an appropriate range of outsour“cing services to best meet its individual needs on a single technology
platform: service bureau, operations outsourcing, or correspondent clearing services.

Securities Clearing and Outsourcing Services provides clearing, custody, financing, securities
lending, trade execution and outsourcing solutions to broker-dealers. Securities Clearing and
Outsourcing Services derives revenues from commissions and service charges related to clearing and
execution activities and from interest income on margin financing, client short selling activity, and
uninvested balances. Securities Clearing and Outsourcing Services also extends margin loans directly to
correspondents to finance their proprietary activity.

Securities transactions are effected for customers on either a cash or margin basis. In a margin
transaction, Securities Clearing and Outsourcing Services extends credit to a customer for a portion of
the purchase price of the security. Such credit is collateralized by securities in the customer’s accounts
in accordance with regulatory and internal requirements. Securities Clearing and Outsourcing Services .
recetves income from interest charged on such loans. Securities Clearing and Outsourcing Services
also borrows securities from banks and other broker-dealers to facilitate customer and proprietary short
selling activity, and lends securities to broker-dealers and other trading entities to cover short sales and to
complete transactions that require delivery of securities by settlement date.

Dealer Services ‘
|

Dealer Services provides integrated dealer management systems (such a system is also known
in the industry as a “DMS”) and business solutions to automotive, heavy truck, and powersports (i.e.,
motorcycle, marine and recreational) vehicle retailers in the United States, Canada, South Africa, Asia,
Europe and the Middle East. Nearly 25,500 automotive, heavy truck and powersports dealers use ADP’s
DMS, other software based solutions, networking solutions, data integration, consulting and/or marketing
services. |

Clients use ADP’s DMS products to manage business activities such as accounting, inventory
management, factory communications, scheduling, vehicle financing and insurance, sales and service,
In addition to its DMS products, Dealﬁr Services also offers its clients a full suite of web-enabled
business solutions to address each department and functional area of the dealership (including customer
relationship management solutions (CRM) and “front-end” applications), and an IP telephony phone
system that can help dealerships with their sales processes and business development initiatives. All
of Dealer Services’ business solutions are supported by comprehensive training offerings and business
process consulting services. Dealer Services also offers its dealership clients computer hardware,
hardware maintenance services, licensed software support, system design and network consulting
services. ADP’s DMS and other software products are available as “on-site” applications or through
ADP’s application service provider (ASP) managed services solution (in which clients license and
outsource the information technology management to Dealer Services).




Dealer Services also designs, establishes and maintains communications networks for its
dealership clients that allow interactive communications among multiple site locations as well as links
between franchised dealers and their vehicle manufacturer franchisors. These networks are used for
activities such as new vehicle ordering and status inquiry, warranty submission and validation, parts
and vehicle locating, dealership customer credit application submission and decisioning, vehicle repair
estimation and acquisition of vehicle registration and lien holder information.

In fiscal 2006, ADP acquired Kerridge Computer Company Ltd, which provides dealer
management systems and related products and services to nearly 6,000 automotive dealers in Europe, the
Middle East, South Africa and Asia. ADP also acquired the digital marketing and consulting company
BZ Results.

Sale of Claims Services

On April 13, 2006, ADP completed the sale of its Claims Services business to Solera, Inc. for
$975.0 million in cash. See “Management’s Discussion and Analysis” (MD&A) and Note 4 of the “Notes
to Consolidated Financial Statements” contained in this Form 10-K.

Markets and Marketing Methods

ADP’s services are offered broadly across North America and Europe. Some services within
the Employer Services and Brokerage Services business units are also offered in Australia and Asia, and -
Employer Services also provides services in South America (primarily Brazil).

None of ADP’s major business groups have a single homogenous client base or market. For
example, Brokerage Services and Securities Clearing and Outsourcing Services serve a large client
base in the financial services industry, including retail and institutional firms, banks and individual
non-brokerage corporations. Dealer Services primarily serves automobile dealers, but also serves heavy
truck, powersports (i.e., motorcycle, marine and recreational), and agricultural equipment dealers, auto
repair shops, used car lots, state departments of motor vehicles and manufacturers of automobiles,
trucks and agricultural equipment. Employer Services has clients from a large variety of industries and
markets. Within this client base are concentrations of clients in specific industries. Employer Services
also sells to auto dealers and brokerage clients. While concentrations of clients exist, no one client or
industry group is material to ADP’s overall revenues.

ADP’s businesses are not overly sensitive to price changes. Economic conditions among selected
clients and groups of clients may and do have a temporary impact on demand for ADP’s services. In
fiscal 2006, Employer Services continued to grow, primarily due to the increase in its United States
payroll and payroll tax businesses, including new business started in the fiscal year, an increase in the
number of employees on our clients’ payrolls, price increases, strong growth in its “beyond payroll”
products, and improved client retention; Brokerage Services grew primarily due to the increased volume
in its investor communication services resulting from an increase in the number of holders of equities
and an increase in mutual fund meeting activity; Dealer Services grew primarily due to the acquisition of
Kerridge Computer Company Ltd in the United Kingdom in December 2005; and our investment income
on our client funds increased due to the increase in our average client fund balances and higher interest
rates.

ADP enjoys a leadership position in each of its major service offerings and does not believe any
major service or business unit in ADP is subject to unique market risk.




Competition \

The computing services industry is highly competitive. ADP knows of no reliable statistics by
which it can determine the number of its competitors, but it believes that it is one of the largest providers
of computerized transaction processing, data communication and information services in the world.

|

ADP’s competitors include other independent computing services companies, companies
providing enterprise resource planning services, divisions of diversified enterprises and banks. Another
competitive factor in the computing services industry is the in-house computing function, whereby a
company installs and operates its own computing systems.

Competition in the computirfg services industry is primarily based on service responsiveness,
product quality and price. ADP believes that it is very competitive in each of these areas and that
there are no material negative factors impacting ADP’s competitive position in the computing services
industry. No one competitor or group of competitors is dominant in the computing services industry.

Clients and Client Contracts

ADP provides its services to more than 570,000 clients. In fiscal 2006, no single client or group
of affiliated clients accounted for revenues in excess of 2% of annual consolidated revenues.

!

Our business is typically characterized by long-term customer relationships that result in
recurring revenue. Sales orders from customers are not considered firm until they are installed and begin
producing revenue. ADP receives sales orders in all of our businesses and is continuously in the process
of performing implementation services for our clients. Depending on the service agreement and/or the
size of the client, the installation or conversion period for new clients could vary from a short period of
time (up to two weeks) for an SBS client to a longer period (generally six to twelve months) for a National
Account Services, Brokerage or Dealer Services client with multiple deliverables. Although we monitor
the sales orders from our clients that have not yet been billed or installed, we do not view this metric as
material in light of the recurring nature of our business. This is not a reported number, but it is used by
management as a planning tool relating to resources needed to install services, and a means of assessing
our performance against our installation timing expectations and the expectations of our clients.

ADP’s average client retentioh is estimated at more than 9 years in Employer Services and is 10
or more years in Brokerage Services and Dealer Services, and has not varied significantly from period to
period. ‘

ADP’s services are provided under written price quotations or service agreements having
varying terms and conditions. No one price quotation or service agreement is material to ADP.
Discounts, rebates and promotions offered by ADP to clients are not material.

I

Systems Development and Programming

During the fiscal years ended'} June 30, 2006, 2005 and 2004, ADP invested $678 million,
$622 million, and $646 million, respectively, from continuing operations, in systems development and
programming, migration to new computing technologies and the development of new products and
maintenance of our existing technologies, including purchases of new software and software licenses.




Product Development

ADP continually upgrades, enhances and expands its existing products and services. Generally,
no new product or service has a significant effect on ADP’s revenues or negatively impacts its existing
products and services, and ADP’s products and services have significant remaining life cycles.

Licenses

ADP is the licensee under a number of agreements for computer programs and databases. ADP’s
business is not dependent upon a single license or group of licenses. Third-party licenses, patents,
trademarks and franchises are not material to ADP’s business as a whole.

Number of Employees

ADP employed approximately 46,000 persons as of June 30, 2006.

Item 1A. Risk Factors

Our businesses routinely encounter and address visks, some of which may cause our future
results to be different than we currently anticipate. Risk factors described below represent our current
view of some of the most important risks facing our businesses and are important to understanding any
statement in this Form 10-K. The following information should be read in conjunction with MD&A,
Quantitative and Qualitative Disclosure About Market Risk and the consolidated financial statements
and related notes included in this Form 10-K. This discussion includes a number of forward-looking
statements. You should refer to the description of the qualifications and limitations on forward-looking
statements in the first paragraph under MD&A included in this Form 10-K. Unless otherwise indicated
or the context otherwise requires, reference in this section to “we,” “ours,” “us” or similar terms means
ADP, together with its subsidiaries. The level of importance of each of the following risks may vary from

time to time.

Changes in laws and regulations may decrease our revenues and earnings

Portions of ADP’s business are subject to governmental regulations. Changes in governmental
regulations may decrease our revenues and earnings and may require us to change the manner in which
we conduct some of the aspects of our business. For example, a change in regulations either decreasing
the amount of taxes to be withheld or allowing less time to remit taxes to government authorities would
adversely impact interest income from investing funds that we collect from clients but have not yet
remitted to the applicable taxing authorities or client employees, thus reducing our revenues and income
from this source. Also, recently proposed regulatory changes in investor communications requirements
could, if implemented, reduce our revenues and earnings.

Security and privacy breaches may hurt our business

We store electronically personal information, including social security numbers, about our
clients and employees of our clients. In addition, our brokerage and trading systems maintain account
and trading information for our customers and their clients, and our retirement services systems
maintain investor account information for retirement plans. There is no guarantee that the systems and
procedures that we maintain to protect against unauthorized access to such information are adequate to




protect against all security breaches. ‘:Any significant violations of data privacy could result in the loss of
business, litigation and regulatory investigations and penalties that could damage our reputation and the

growth of our business could be materially adversely affected.

Our systems may be subject to disrhptions that could adversely affect our business and reputation

Many of our businesses are highly dependent on our ability to process, on a daily basis, a large
number of complicated transactions. We rely heavily on our payroll, financial, accounting and other
data processing systems. If any of th@se systems fail to operate properly or become disabled even for
a brief period of time, we could suffer financial loss, a disruption of our businesses, liability to clients,
regulatory intervention or damage to our reputation. We have disaster recovery plans in place to
protect our businesses against natural disasters, security breaches, military or terrorist actions, power
or communication failures or similar events. Despite our preparations, in the event of a catastrophic
occurrence, our disaster recovery plans may not be successful in preventing the loss of customer data,
service interruptions, disruptions to our operations, or damage to our important facilities.

If we fail to adapt our technology to meet customer needs and preferences, the demand for our
services may diminish j
Our businesses operate in industries that are subject to rapid technological advances and

changing customer needs and preferepces. In order to remain competitive and responsive to customer
demands, we continually upgrade, enhance and expand our existing products and services. If we fail to
respond successfully to the technology challenges, the demand for our services may diminish.

Political and economic factors may adversely affect our business and financial results

Trade, monetary and fiscal pblicies, and political and economic conditions may substantially
change. When there is a slowdown in the economy, employment levels, interest rates and trading
volumes may decrease with a corresponding impact on our businesses. Customers may react to
worsening conditions by reducing their spending on payroll and other outsourcing services, curtailing
their trading operations or renegotiating their contracts with us. If any of these circumstances remain in
effect for an extended period of time,}there could be a material adverse effect on our financial results.

Our proposed spin-off of our Brokerage Services Group is subject to inherent risks

The proposed spin-off of our Brokerage Services Group discussed in Item 9B — “Other
Information” is subject to inherent risks and uncertainties including, among others: risks that the spin-
off will not be consummated; increased demands on our management team to accomplish the spin-off;
significant transaction costs; risks of changes in our credit rating as a result of the spin-off (see “Risk
Factors — Change in our credit ratings could adversly impact our operations and lower our profitability”
below); and risks from changes in the results of operations of our reportable segments.




Change in our credit ratings could adversely impact our operations and lower our profitability

The major credit rating agencies periodically evaluate our creditworthiness and have consistently
given us their highest long-term debt and commercial paper ratings. Failure to maintain high credit
ratings on long-term and short-term debt could increase our cost of borrowing, reduce our ability to
obtain intra-day borrowing required by our Employer Services business, and ultimately reduce our client
interest revenue.

We may be unable to attract and retain qualified personnel

Our ability to grow and provide our customers with competitive services is partially dependent
on our ability to attract and retain highly motivated people with the skills to serve our customers.
Competition for skilled employees in the outsourcing and other markets in which we operate is intense
and if we are unable to attract and retain highly skilled and motivated personnel, expected results from
our operations may suffer.

Item 1B. Unresolved Staff Comments

None

Item 2. Properties

ADP leases space for 26 of its principal processing centers. In addition, ADP leases numerous
other operational offices and sales offices. All of these leases, which aggregate approximately 7,918,000
square feet in North America, Europe, South America (primarily Brazil), Asia, Australia and South
Africa, expire at various times up to the year 2020. ADP owns 19 of its processing facilities, other
operational offices and its corporate headquarters complex in Roseland, New Jersey, which aggregate
approximately 3,914,000 square feet. None of ADP’s owned facilities is subject to any material
encumbrances, ADP believes its facilities are currently adequate for their intended purposes and are
adequately maintained.

Item 3. Legal Proceedings

In the normal course of business, the Company is subject to various claims and litigation. While
the outcome of any litigation is inherently unpredictable, the Company believes it has valid defenses with
respect to the legal matters pending against it and the Company believes that the ultimate resolution of
these matters will not have a material adverse impact on its financial condition, results of operations or
cash flows. Among the various claims and litigation pending against the Company is the following:

The Company and its indirect wholly-owned subsidiaries Dealer Solutions, L.L.C. and Dealer
Solutions Holdings, Inc. (“DSI”) are named as defendants in a lawsuit filed on March 4, 1999 in the
133rd Judicial District Court of Harris County, Texas by Universal Computer Systems, Inc., Universal
Computer Consulting, Ltd., Universal Computer Services, Inc., and Dealer Computer Services, Inc.
{collectively, “UCS™), which lawsuit was tried before an arbitration panel in June 2003. This lawsuit
alleges trade secret violations by DSI in the creation by DSI of the CARMan automobile dealership
software product and misappropriation of those trade secrets by the Company through its acquisition of
DSI. UCS sought injunctive relief and damages of $56 million. On November 11, 2003, the arbitration
panel appointed by the District Court entered an award in favor of DSI and its co-defendants (*“the
Award”). The Award denied all relief to UCS. The Award has been affirmed and adopted by the District
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Court as a final judgment of the Court. That judgment has been affirmed by the Court of Appeals for the
First District of Texas, and the Texas }Supreme Court denied UCS’s Petition for Review of that judgment
on June 9, 2006. The judgment in Company’s favor is now final, subject only to a possible petition for
certiorari from the United States Sup;reme Court, for which the filing deadline is August 31, 2006. The
Company believes it has valid defenses with respect to the above matter and should prevail.

|
Item 4. Submission of Matters to a Vote of Security Holders

None |

Part I1

Item S. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer
Purchases of Equity Securities !

Market for the Registrant’s Common Equity

The principal market for the Company’s common stock (symbol: ADP) is the New York Stock
Exchange. The following table sets forth the reported high and low sales prices of the Company’s
common stock based on the NYSE composite transactions and the cash dividends per share of common
stock declared during the past two fiscal years. As of June 30, 2006, there were 40,514 holders of record
of the Company’s common stock. As of such date, 346,188 additional holders held their common stock in
“street name.”

Price Per Share Dividends
High Low Per Share

Fiscal 2006 quarter ended |

June 30 $46.93  $43.31 $0.185
March 31 $47.95  $43.25 $0.185
December 31 $48.11  $42.19 $0.185
September 30 $45.07  $41.21 $0.155

Fiscal 2005 quarter ended

June 30 $45.56  $40.37 $0.155
March 31 $45.50  $41.13 $0.155
December 31 $46.31  $39.79 $0.155

September 30 $43.12  $38.60 $0.140
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Issuer Purchases of Equity Securities

@) ] © ()
Total Number
of Shares Maximum:
Purchased as Part | Number of Shares
of the Publicly that may yet be
Announced Purchased under
Common Stock the Common
Total Number of Average Price Repurchase Plan | Stock Repurchase
Period Shares Purchased | Paid per Share (3) (D Plan (1){4)
April 1, 2006 to
April 30, 2006 559,343 $46.37 556,200 50,985,800
May 1, 2006 to
May 31, 2006 8,791,655 $44.67 8,789,200 42,196,600
June 1, 2006 to
June 30, 2006 8,210,564 $45.00 8,199,200 33,997,400
Total 17,561,562 (2) 17,544,600

(1) InMarch 2001, the Company received the Board of Directors’ approval to repurchase up to 50 million shares
of the Company’s common stock. In November 2002 and 2005, the Company received the Board of Directors’
approval to repurchase an additional 35 million and 50 million shares, respectively, of the Company’s common
stock. There is no expiration date for the common stock repurchase plan.

(2) During 2006, pursuant to the terms of the Company’s restricted stock program, the Company (i) made
repurchases of 2,643 shares during April 2006, 2,455 shares during May 2006 and 8,589 shares during June 2006
at the then market value of the shares in connection with the exercise by employees of their option under such
program to satisfy certain tax withholding requirements through the delivery of shares to the Company instead of
cash and (ii) made purchases of 500 shares during April 2006 and 2,775 shares during June 2006 at a price of $.10
per share under the terms of such program to repurchase stock granted to employees who have left the Company.

(3) The average price per share does not include the repurchases described in clause (ii) of the preceding
footnote.

4) In August of 2006, the Company received the Board of Directors’ approval to repurchase an additional 50
million shares of the Company’s common stock. There is no expiration date for the common stock repurchase
authorization. This additional authorization is not reflected in the table above, as it occurred subsequent to June 30,
2006. '
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Item 6. Selected Financial Data |

(Dollars and shares in millions, except per share amounts)

Years ended June 30, " 2006 2005 2004 2003 2002
Total revenues ‘ $ 8,881.5 $ 7,983.7 $ 7,279.4 $ 6,693.0 $ 6,570.5
Earnings from continuing operations befor‘\e income taxes $ 1,743.0 $ 1,593.1 $ 1,4349 $ 1,594.0 $ 1,722.1
Net earnings from continuing operations $ 1,0724 § 9983 $ 8977 § 9853 $ 1,059.0
Basic earnings per share from continuing oinerations $ 187 8§ 1.71 $ 1.52 $ 164 § 171
Diluted earnings per share from continuing operations $ 185 $ 169 & 150 § 1.63 $§ 168
Basic weighted average shares outstanding . 574.8 5832 591.7 600.1 618.9
Diluted weighted average shares outstandinlg 580.3 590.0 598.7 605.9 630.6
Cash dividends declared per share $§ 7100 § .6050 $ 5400 $§ 4750 § 4475
Return on equity (Note 1) ‘ 19.5% 18.3% 16.9% 19.0% 21.7%
At year end: ;
Cash, cash equivalents and marketable secujrities $ 2,602.5 $ 1,997.3 $ 1,984.4 $ 2,267.0 $ 2,695.1
Total assets before funds held for clients $10,006.2 $ 9,717.9 $ 8217.0 $ 8,025.9 $ 7,051.3
Total assets \ $27,490.1 §27,6154  $21,1206  $19,833.7  $18,276.5
Long-term debt : $§ 743 $ 757 $ 762 $ 847 $ 906
|

Stockholders’ equity $ 6,011.6 $ 5,783.9 $ 5,417.7 $ 5,371.5 $ 5,114.2

Note 1. U.S. GAAP requires net earnings of discontinued operations to be displayed separately in the
Statements of Consolidated Earnings. As a result, we believe the numerator of net earnings that is used
in our calculation of return on equity should exclude those net earnings from discontinued operations.
Further, we believe it is appropriate to exclude from the denominator of average total stockholders’
equity, the average cumulative net ea“u'nings from discontinued operations for each of the five years since
fiscal 2002 for which such returns are presented. As a result, return on equity, excluding the effects

of discontinued operations has been calculated as net earnings from continuing operations divided by

average stockholders’ equity, excluding the effects of discontinued operations as noted below.

(In millions) !
June 30, : 2006 2005 2004 2003 2002

Average total equity 3 $5,897.7 $5,600.7 $5,394.5 $5,242.8 $4,907.6
Less: i

Cumulative effect of earnings from discontinued operations 410.5 141.2 93.7 58.3 20.9
Average total equity, excluding effects of discontinued operations $5,487.2 $5,459.5 $5,300.8 $5,184.5 $4,386.7

|
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations ' i

FORWARD-LOOKING STATEMENTS

This report and other written or oral statements made from time to time by ADP may contain J(
“forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of
1995. Statements that are not historical in nature and which may be identified by the use of words like
“expects,” “assumes,” “projects,” “anticipates,” “estimates,” “we believe,” “could be” and other words
of similar meaning, are forward-looking statements. These statements are based on management’s
expectations and assumptions and are subject to risks and uncertainties that may cause actual results
to differ materially from those expressed. Factors that could cause actual results to differ materially
from those contemplated by the forward-looking statements include: ADP’s success in obtaining,
retaining and selling additional services to clients; the pricing of products and services; changes in laws
regulating payroll taxes, professional employer organizations, employee benefits and registered clearing
agencies and broker-dealers; overall market and economic conditions, including interest rate and foreign
currency trends; competitive conditions; stock market activity; auto sales and related industry changes;
employment and wage levels; changes in technology; availability of skilled technical associates and
the impact of new acquisitions and divestitures. In addition, the proposed spin-off of the Brokerage
Services Group is subject to inherent risks and uncertainties, including: risks that the spin-off will not
be consummated; increased demands on our management team to accomplish the spin-off; significant
transaction costs; risks of changes in our credit rating and risks from changes in results of operations
of our reportable segments. ADP disclaims any obligation to update any forward-looking statements,
whether as a result of new information, future events or otherwise.

kA 1Y

DESCRIPTION OF THE COMPANY AND BUSINESS SEGMENTS

Automatic Data Processing, Inc. (“ADP” or the “Company”) provides technology-based
outsourcing solutions to employers, the brokerage and financial services community and vehicle retailers
and manufacturers. The Company’s reportable segments are: Employer Services, Brokerage Services,
Securities Clearing and Outsourcing Services and Dealer Services. A brief description of each segment’s
operations is provided below.

Employer Services

Employer Services offers a comprehensive range of human resource (“HR”) information,
payroll processing and benefit administration products and services, including traditional and Web-
based outsourcing solutions, that assist approximately 545,000 employers in the United States, Canada,
Europe, South America (primarily Brazil), Australia and Asia to staff, manage, pay and retain their
employees. Employer Services categorizes its services between traditional payroll and payroll tax, and
“beyond payroll.” The traditional payroll and payroll tax business represents the Company’s core payroll
processing and payroll tax filing business. The “beyond payroll” business represents the products that
extend beyond the traditional payroll and payroll tax filing services, such as the Professional Employer
Organization (“PEO”) business, Time and Labor Management, and benefit and retirement administration.
Within Employer Services, the Company collects client funds and remits such funds to tax authorities for
payroll tax filing and payment services, and to employees of payroll services clients.
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Brokerage Services

Brokerage Services provide$ transaction processing services, desktop productivity applications
and investor communications solutions to the financial services industry worldwide. Brokerage Services’
products and services include: (i) global order entry, trade processing and settlement systems that enable
firms to trade virtually any financial instrument, in any market, at any time; (ii) Internet delivery;
personalized on-demand statements, confirmations, fulfillment, content management, and imaging,
archival, and workflow solutions that enhance communications with investors; proxy distribution and
vote processing, regulatory mailings, tax reporting and corporate actions/reorganization solutions that
help clients meet regulatory and comipliance needs; (iii) automated, browser-based desktop productivity
tools for financial consultants and back-office personnel; and (iv) integrated delivery of multiple products
and services through ADP’s Global Processing Solution.

Securities Clearing and Outsourcing Services

Securities Clearing and Outéouroing Services furthers Brokerage Services’ business process
outsourcing strategy by positioning ADP to provide any brokerage firm, regardless of size, an appropriate
range of outsourcing services to best meet its individual needs on a single technology platform: service
bureau, operations outsourcing, or correspondent clearing services. Securities Clearing and Outsourcing
Services provides clearing, custody, customer financing (such as margin lending), securities borrowing
to facilitate customer short sales, trade execution and outsourcing solutions to broker-dealers. Our clients
engage in either the retail or institutional brokerage business.

Dealer Services

Dealer Services provides integrated dealer management systems (such a system is also known
in the industry as a “DMS”) and business solutions to automotive, heavy truck and powersports (i.e.,
motorcycle, marine and recreational) vehicle retailers in the United States, Canada, South Africa,
Asia, Europe and the Middle East. Nearly 25,500 automotive, heavy truck and powersports dealers use
our DMS, other software-based solutions, networking solutions, data integration, consulting and/or
marketing services.

EXECUTIVE OVERVIEW

Our fiscal 2006 results were terrific. Consolidated revenues in fiscal 2006 grew 11%, to $8,881.5
million, as compared to $7,983.7 million in fiscal 2005, which surpassed our original expectations.
Employer Services’ revenues increased 10% for the year. Employer Services’ new business sales, which
represent annualized recurring revenues anticipated from sales orders to new and existing clients, grew
13% worldwide to approximately $950 million, in fiscal 2006 with sales growth of 28% worldwide in the
fourth quarter, our strongest quarterly sales growth in nearly nine years.

Earnings from continuing operations before income taxes and net earnings from continuing
operations increased 9% and 7%, respectively. Diluted earnings per share from continuing operations
increased 9%, to $1.85 in fiscal 2006; from $1.69 per share in fiscal 2005 on fewer shares outstanding.
These results were impacted by our adoption of Statement of Financial Accounting Standards (“SFAS”)
No. 123R using the modified prospective method, effective July 1, 2005, which required the expensing
of our stock compensation programs. On a comparable basis, including stock compensation expense in
fiscal 2005, earnings from continuing operations before income taxes increased 23% and diluted earnings
per share from continuing operations grew 25% from $1.48 per share in fiscal 2005.
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Our diluted earnings per share for fiscal 2006 was $2.68, which includes earnings from
discontinued operations. On April 13, 2006, we completed the sale of the Claims Services business,
which was previously reported in our “Other” segment, for $975 million. In addition, on January 20,
2006, we completed the sale of our Brokerage Services’ financial print business. In connection with
the sale of both of these businesses, we have classified the results of operations of these businesses as
discontinued operations. The sale of the Claims Services business resulted in a gain of $561 million, or
$453 million after tax.

With the proceeds received in the United States from the sale of the Claims Services business
and our cash flows from operations we accelerated our share buy-back activity and acquired over 29
million of our shares for treasury for approximately $1,327 million, demonstrating our confidence in the
long-term growth prospects of our business.

Our net cash flows provided by operating activities increased $380 million, to $1,813 million in
fiscal 2006 from $1,433 million in fiscal 2005. Our net cash flows provided by operating activities for all
businesses, excluding the Securities Clearing and Outsourcing Services segment, increased $66 million,
to $1,692 million in fiscal 2006 from $1,626 million in fiscal 2005. Our financial condition and balance
sheet remain solid with cash and marketable securities of $2,602.5 million at June 30, 2006.

We are pleased with our strong results in each of our business segments during fiscal 2006.
Employer Services’ revenues grew 10% for fiscal 2006. We credit Employer Services with interest
revenues at a standard rate of 4.5%; therefore, Employer Services’ results are not influenced by changes
in interest rates. During fiscal 2006, Employer Services grew average client funds balances 11% as
a result of new business and growth in our existing client base. The increase in average client funds
balances resulted in an increase of interest revenues within Employer Services, which accounted for
approximately 1% growth in Employer Services’ revenues as compared to fiscal 2005. The key metrics
in Employer Services were the strongest they have been in six years. The number of employees on our
clients’ payrolls, “pays per control,” increased in all market segments with 2.4% overall growth in the
United States, and client retention improved by 0.2 percentage points worldwide over last year’s record
level. Brokerage Services’ revenues grew 10% for the fiscal year. Revenue growth was primarily
from our investor communications business as the volume of pieces delivered increased 8%, driven
by an increase in mutual fund meetings and other required mutual fund communications, as well as
4% stock record growth. Back-office average trades per day increased 16% for the fiscal year, but the
volume increase was offset by a decline in average revenues per trade of 10%. Securities Clearing and
Outsourcing Services’ revenues were $80.6 million for fiscal 2006 as compared to $61.5 for the period
from its acquisition date of November 1, 2004 through June 30, 2005. Dealer Services’ revenues grew
14% for fiscal 2006 primarily due to the effect of acquisitions.

Our fiscal 2007 guidance is revenue growth of approximately 10% and earnings per share growth
of 17% to 20%, from our earnings per share from continuing operations of $1.85 reported in fiscal 2006.
We are anticipating pretax margin improvement of about 100 basis points in each of our businesses. Our
plans reflect strong momentum in Employer Services, with about 11% revenue growth in the United
States and 10% worldwide, double digit new business sales growth (annualized recurring revenue from
new orders) and continued improvement in client retention. We anticipate 4% to 5% revenue growth in
Brokerage Services and 12% to 13% revenue growth in Dealer Services in fiscal 2007. Interest income
on client funds is anticipated to grow approximately 20% based on expected growth of nearly 10% in
client funds balances and an improvement of 40 basis points in the overall average interest rate earned on
our client funds portfolio to 4.5%.
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Lastly, on August 2, 2006, we announced that our Board of Directors approved a plan to spin-
off the Brokerage Services Group business, comprised of Brokerage Services and Securities Clearing
and Outsourcing Services, into an independent publicly traded company through a tax-free spin-off of
100% of Brokerage Services Group to ADP shareholders. The spin-off is subject to required regulatory
approvals and reviews. We expect to complete the separation before the end of fiscal 2007.

RESULTS OF OPERATIONS
ANALYSIS OF CONSOLIDATED OPERATIONS

Fiscal 2006 Compared to Fiscal 2005

(Dollars in millions, except per share amounts)

Years ended June 30, Change
2005 - As 2005 - As 2006 vs 2005 -As 2006 vs 2005 - As
; 2006 Reported Adjusted Reported Adjusted
Total revenues I $8,881.5 $7,983.7 $7,983.7 11% 11%
Total expenses I $7,138.5 $6,390.6 $6,563.6 12% 9%
|
Earnings from continuing operations |
before income taxes . $1,743.0 $1,593.1 $1,420.1 9% 23%
Margin E 20% 20% 18%
Provision for income taxes 8 6706 $ 5948 $ 5463 13% 23%
Effective tax rate 38.5% 37.3% 38.5%
Net earnings from continuing operations ' $1,072.4 $ 9983 $ 8738 7% 23%
Diluted earnings per share from
continuing operations . $ 185 $ 1.69 $ 148 9% 25%

The comparison between the results of operations for fiscal 2006 and 2005 is affected by the ‘
impact of our adoption of SFAS No. 123R, “Share-Based Payment” (“SFAS No. 123R”), effective July 1,
2005, using the modified prospective method. Accordingly, prior period amounts have not been restated.
We believe the inclusion of the “2005 — As Adjusted” amounts provides a useful additional perspective to
compare the results of operations for fiscal 2006 and 2005 as a result of our adoption of SFAS No. 123R.
We use both generally accepted accounting principles (“GAAP”) and non-GAAP measures to manage
and evaluate the Company’s performance and consider it appropriate to disclose these non-GAAP
measures to assist investors with analyzing business performance and trends. However, these measures
should not be considered in isolation or as a substitute for the results of operations and diluted earnings
per share prepared in accordance with GAAP.

The adoption of SFAS No. 123R requires the recognition of stock-based compensation expense
in the consolidated financial statements. Prior to July 1, 2005, we followed Accounting Principles Board
Opinion 25, “Accounting for Stock Issued to Employees” (“APB No. 25), and related interpretations.
Under APB No. 25, no stock-based compensation expense was recognized related to our stock option
program and employee stock purchase plan, as all options granted under the stock option program had
an exercise price equal to the market value of the underlying common stock on the date of grant and,
with respect to the employee stock purchase plan, the discount did not exceed fifteen percent. Stock-
based compensation expense for our restricted stock program has historically been recognized in our
results of operations in accordance with APB No. 25. The following table summarizes the stock-

I
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based compensation expense related to our stock option program, the employee stock purchase plan
and restricted stock program that have been recorded in earnings from continuing operations in each

respective period:

(In millions)

Years ended June 30, 2006 2005
Operating expenses . $309 § --
Selling, general and administrative expenses 105.6 14.0
Systems development and programming costs 31.9 --

Total stock-based compensation expense reported in
net earnings from continuing operations 31684 $14.0

Income tax benefit on stock-based compensation expense
reported in net earnings from continuing operations $(49.3) $(5.5

In order to provide a comparable basis between the results of operations for fiscal 2006 and
2005, we have provided pro forma information, reflected under the heading “2005 — As Adjusted”,
to provide the fiscal 2005 results as if stock-based compensation expense related to our stock option
program and employee stock purchase plan had been expensed. The “2005 — As Adjusted” amounts
include the following pro forma stock-based compensation expense related to our stock option program
and employee stock purchase plan, which are based on the pro forma amounts disclosed in Note 14 to the
consolidated financial statements included with this Annual Report on Form 10-K:

(In millions)

Year ended June 30, : 2005
Operating expenses § 38.8
Selling, general and administrative expenses 92.8
Systems development and programming costs 41.4
Total pro forma stock-based compensation expense $173.0

Pro forma income tax benefit on stock-based
compensation expense $ (48.5)

Total Revenues

Our consolidated revenues for fiscal 2006 grew 11% to $8,881.5 million primarily due to
increases in Employer Services of 10%, or $502.1 million, to $5,763.4 million, Brokerage Services
of 10%, or $173.9 million, to $1,852.8 million, Dealer Services of 14%, or $141.8 million, to $1,132.4
million, as well as $80.6 million from the Securities Clearing and Outsourcing Services segment. Our
consolidated revenues, excluding the impact of acquisitions and divestitures, grew 10% in fiscal 2006 as
compared to the prior year.
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Our consolidated revenues for fiscal 2006 include interest on funds held for Employer Services’
clients of $549.8 million as compared to $421.4 million in the prior year. The increase in the consolidated
interest earned on funds held for Employer Services’ clients resulted from the increase of 11% in our
average client funds balances to $13.6 billion, as well as the increase in the average interest rate earned
on client funds from 3.4% in fiscal 2005 to 4.1% in fiscal 2006.

Total Expenses, As Reported

Our consolidated expenses fér fiscal 2006 increased by $747.9 million, to $7,138.5 million, from
$6,390.6 million, as reported, for fiscal 2005. The increase in our consolidated expenses is primarily
due to the inclusion of stock-based compensation expenses in our results of operations as of July 1,
2005 associated with the adoption of SFAS No. 123R, as discussed above, as well as the increase in
our revenues. Total stock-based compensation expense included in continuing operations increased
$154.4 million, to $168.4 mililion, in fiscal 2006, from $14.0 million, as reported, in fiscal 2005 due to
the recording of expenses within our iresults of operations for our stock option program and employee
stock purchase plan. Consolidated expenses decreased by $8.7 million, or 0.1%, due to fluctuations in
foreign currency exchange rates. Operating expenses increased by $524.7 million, or 14%, primarily due
to the increase in revenues, including the increases in the PEO business and investor communications
activity, which both have pass-through costs. The pass-through costs for these two services were $1,145.6
million and $979.2 million in fiscal 2006 and 2003, respectively. Additionally, our operating expenses
increased as a result of our investment in personnel to support the implementation services related to
new sales. Selling, general and administrative expenses increased by $202.3 million, to $2,035.1 million,
primarily attributable to the increase in stock-based compensation expense of $91.6 million in fiscal 2006
and increased compensation costs associated with our continued investment in our sales personnel to
drive our revenue growth. Systems development and programming costs increased by $39.5 million, to
$589.8 million, primarily due to stock-based compensation expense of $31.9 million in fiscal 2006 and
increased compensation expenses associated with personnel to support and maintain our products and
services. In addition, other income, net, increased $33.3 million primarily due to the increase in interest
income on corporate funds of $§49.9 million as a result of the increase in the average interest rate earned
on our corporate investments from 2.9% in fiscal 2005 to 3.9% in fiscal 2006 and a reduction in the net
realized losses on available-for-sale sécurities of $23.9 million. These favorable increases were offset by
additional interest expense of $40.5 mllhon primarily as a result of higher interest rates on our short-term
financing arrangements. ‘

Total Expenses, As Adjusted

Our consolidated expenses for fiscal 2006 increased by $574.9 million, to $7,138.5 million,
from $6,563.6 million, as adjusted, for fiscal 2005. Total stock-based compensation expense included
in continuing operations decreased $18 6 million, to $168.4 million in fiscal 2006, from $187.0 million,
as adjusted, in fiscal 2005. This decrease was primarily driven by the reduction in the number of stock
options granted to associates, which began in fiscal 2005. Consolidated expenses decreased by $8.7
million, or 0.1%, due to fluctuations i in foreign currency exchange rates. Operating expenses increased
by $485.9 million, or 13%, primarily due to the increase in revenues, including the increases in the
PEO business and investor communications activity, which both have pass-through costs. The pass-
through costs for these two services were $1,145.6 million and $979.2 million in fiscal 2006 and 2005,
respectively. Additionally, our operating expenses increased as a result of our investment in personnel
to support the implementation of the new sales being generated. Selling, general and administrative
expenses increased by $109.5 million, to $2,035.1 million, primarily attributable to the increase in
compensation costs associated with our continued investment in our sales personnel to drive our revenue
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growth. Systems development and programming costs decreased by $1.9 million, to $589.8 million,
primarily due to a decrease of $9.5 million in stock-based compensation expenses offset by increased
compensation expenses associated with personnel to support and maintain our products and services.

In addition, other income, net, increased $33.3 million primarily due to the increase in interest income -
on corporate funds of $49.9 million as a result of the increase in the average interest rate earned on

our corporate investments from 2.9% in fiscal 2005 to 3.9% in fiscal 2006 and a reduction in the net
realized losses on available-for-sale securities of $23.9 million. These favorable increases were offset by
additional interest expense of $40.5 million primarily as a result of higher interest rates on our short-term
financing arrangements. :

Earnings from Continuing Operations before Income Taxes, As Reported

Earnings from continuing operations before income taxes increased by $149.9 million, or 9%,
from $1,593.1 million, as reported, during fiscal 2005 to $1,743.0 million during fiscal 2006 due to the
increase in revenues and expenses discussed above. Overall margin remained flat at 20%. We have
leveraged our expense levels with the increasing revenues, in order to improve margins on our services.
The improved margins on our services was offset by the increase in our stock compensation expenses
of $154.4 million due to the recording of stock-based compensation expense associated with our stock
option program and employee stock purchase plan during fiscal 2006. Additionally, our margin was
negatively impacted by the increasing PEO business revenues, which have pass-through operating
expenses and therefore lower margins.

Earnings from Continuing Operations before Income Taxes, As Adjusted

Earnings from continuing operations before income taxes increased by $322.9 million, or 23%;
from $1,420.1 million, as adjusted, during fiscal 2005 to $1,743.0 million during fiscal 2006 due to the
increase in revenues and expenses discussed above. Overall margin improved from 18% to 20%. We
have leveraged our expense levels with the increasing revenues, in order to improve margins on our
services as well as decrease total stock-based compensation expense primarily due to the reduction in
the number of stock options granted to associates. In addition, our margin was negatively impacted by
the increasing PEO business revenues, which have pass-through operating expenses and therefore lower
margins. :

Provision for Income Taxes, As Reported

Our effective tax rate for fiscal 2006 was 38.5% as compared to 37.3%, as reported, for fiscal
2005. The increase in the effective tax rate is primarily attributable to the expensing of stock-based
compensation, as certain components of our stock-based compensation programs are non-deductible,
resulting in a higher effective tax rate. In addition, the effective tax rate increased due to the application
of the provisions of the American Jobs Creation Act (the “AJCA”) to our repatriation of approximately
$250 million of eligible dividends from non-U.S. subsidiaries which resulted in income tax expense of
approximately $10 million during fiscal 2006. These increases in the effective tax rate were partially
offset by a favorable mix in income among tax jurisdictions. ‘
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Provision for Income Taxes, As Adjusted

Our effective tax rate was 38.5% for both fiscal 2006 and fiscal 2005, as adjusted. Certain
components of our stock-based compensation programs are non-deductible, which results in a higher
effective tax rate. For fiscal 2006 our non-deductible stock-based compensation expense decreased
and our overall earnings from continuing operations before income taxes increased, both of which
contributed to a lower effective tax rate for fiscal 2006. In addition, the decrease in the effective tax rate
was partially due to a favorable mix in income among tax jurisdictions. These decreases were offset
by additional income tax expense of approximately $10 million during fiscal 2006 associated with the
repatriation of approximately $250 million of eligible dividends from non-U.S. subsidiaries under the
AJCA. ‘

Net Earnings from Continuing Operations and Diluted Earnings per Share from Continuing
Operations, As Reported

Net earnings from continuing operations increased 7%, to $1,072.4 million, during fiscal
2006, from $998.3 million, as reported, during fiscal 2005 and the related diluted earnings per share
from continuing operations increased 9%, to $1.85. The increase in net earnings from continuing
operations reflects the increase in earnings from continuing operations before income taxes as a result
of increased revenues offset by the additional expense associated with stock-based compensation and a
higher effective tax rate as described above. The increase in diluted earnings per share from continuing
operations reflects the increase in net earnings from continuing operations and the impact of fewer shares
outstanding due to the repurchase oﬁ 29.6 million shares during fiscal 2006 and 14.1 million shares during
fiscal 2005. \

Net Earnings from Continuing Opérations and Diluted Earnings per Share from Continuing
Operations, As Adjusted |

Net earnings from continuing operations increased 23%, to $1,072.4 million, during fiscal
2006, from $873.8 million, as adjusted, during fiscal 2005. Diluted earnings per share from continuing
operations increased 25%, to $1.85 fbr fiscal 2006 from $1.48, as adjusted, for fiscal 2005. The increase
in net earnings from continuing operations reflects the increase in earnings from continuing operations
before income taxes as a result of our higher revenues and improved margin, as described above. The
increase in diluted earnings per share from continuing operations reflects the increase in net earnings
from continuing operations and the impact of fewer shares outstanding due to the repurchase of 29.6
million shares during fiscal 2006 and 14.1 million shares during fiscal 2005.

|
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Fiscal 2005 Compared to Fiscal 2004

(Dollars in millions, except per share amounts)

Years ended June 30, Change
2005-As 2004-As 2005 vs 2004-As
Reported Reported Reported
Total revenues $7,983.7 $7,279.4 10%
Total expenses $6,390.6 $5,844.5 9%
Earnings from continuing operations before income taxes $1,593.1 $1,434.9 11%
Margin 20.0% 19.7%
Provision for income taxes $ 59438 $ 537.2 11%
Effective tax rate 37.3% 37.4%
Net earnings from continuing operations $ 9983 $ 8977 11%
Diluted earnings per share from continuing operations $ 1.69 $ 150 13% 1

Total Revenues

Our consolidated revenues for fiscal 2005 grew 10%, to $7,983.7 million, as compared to the
prior fiscal year primarily due to increases in Employer Services of 8%, or $389.8 million, to $5,261.3
million, Brokerage Services of 6%, or $92.4 million, to $1,678.9 million, Dealer Services of 10%, or
$90.3 million, to $990.6 million, as well as $61.5 million from our Securities Clearing and Outsourcing
Services segment for the period of November 1, 2004 to June 30, 2005. Our consolidated revenues,
excluding the impact of acquisitions and divestitures, grew 9% in fiscal 2005 as compared to the prior
fiscal year. Revenue growth for fiscal 2005 was also favorably impacted by $91.4 million, or 1.3%, due
to fluctuations in foreign currency exchange rates.

Our consolidated revenues for fiscal 2005 include interest on funds held for Employer Services’
clients of $421.4 million, as compared to $355.4 million in the prior fiscal year. The increase in the
consolidated interest earned on funds held for Employer Services’ clients was primarily due to the
increase of 11% in our average client funds balances in fiscal 2005 to $12.3 billion as a result of Employer
Services’ new business and growth in our existing client base.

Total Expenses

Our consolidated expenses for fiscal 2005 increased by $546.1 million, from $5,844.5 million to
$6,390.6 million. The increase in our consolidated expenses is primarily due to the increase in operating
expenses associated with the growth of our revenues, including the additional expenses associated with
acquisitions. In addition, consolidated expenses increased by $76.5 million, or 1.3%, due to fluctuations
in foreign currency exchange rates. Qur consolidated expenses did not increase comparably with our
revenue primarily due to the leveraging of our increasing revenues within our Employer Services and
Brokerage Services businesses. Operating expenses increased by $456.1 million, or 14%, primarily
due to the increase in operating personnel to support the revenue growth. In addition, our operating
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expenses grew at a faster rate than revenue growth primarily due to the higher growth rates of our PEO
business and investor communications activity, which both have pass-through costs. The pass-through
costs for these two services were $979.2 million in fiscal 2005, as compared to $862.6 million in fiscal
2004. Selling, general and administrative expenses increased by $43.1 million, to $1,832.8 million,
primarily due to the increase in sales personnel in our Employer Services and Dealer Services businesses
to support the revenue growth. Systems development and programming costs increased by $26.6 million,
to $550.3 million, due to continued fnvestments in sustaining our products, primarily in our Employer
Services business, and the maintenahce of our existing technology throughout all of our businesses. In
addition, other income, net decreased $23.5 million primarily due to the increase in interest expense of
$16.3 million, which resulted from higher interest rates on our short-term financing arrangements and an
increase of $20.9 million in net reali‘{zed losses on our available-for-sale securities.

\

Earnings from Continuing Operations before Income Taxes

Earnings from continuing operations before income taxes increased by $158.2 million, or 11%, to
$1,593.1 million during fiscal 2005 due to the increase in revenues and expenses discussed above.

Provision for Income Taxes

Our effective tax rate for fiscal 2005 was 37.3%, as compared to 37.4% for fiscal 2004. The
decrease in the effective tax rate was primarily attributable to a favorable mix in income among tax
jurisdictions.

Net Earnings from Continuing Operations and Diluted Earnings per Share from Continuing
Operations

Net earnings from continuin‘g operations for fiscal 2005 increased by 11%, to $998.3 million,
from $897.7 million, and the related diluted earnings per share from continuing operations increased
13%, to $1.69. The increase in net eérnings from continuing operations for fiscal 2005 reflects the
increase in earnings from continuing operations before income taxes and the impact of the lower effective
tax rate. The increase in diluted earnings per share from continuing operations for fiscal 2005 reflects
the increase in net earnings from continuing operations and the impact of fewer shares outstanding due to
the repurchase of 14.1 million shares;during fiscal 2005 and 15.8 million shares during fiscal 2004.
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ANALYSIS OF REPORTABLE SEGMENTS

Revenues

(Dollars in millions)

Years ended June 30, Change
2006 2005 2004 2006 2005 2004
Employer Services $5,763.4 $5261.3 $4,871.5 10 % 8 % 9 %
Brokerage Services 1,852.8 1,678.9 1,586.5 10 % 6% 3%
Securities Clearing and
Outsourcing Services 80.6 61.5 - 31 % -- -~

Dealer Services 1,i32.4 990.6 900.3 14 % 10 % 9 %
Other 73.1 84.5 109.5 (13)% (23)% 14 %
Reconciling items:

Foreign exchange 36.0 333 (47.9) -- - --
Client funds interest (56.8)  (126.4) (140.5) - -- --
Total revenues $8,881.5 $7,983.7 §7.2794 11 % 10 % 9 %

Earnings from Continuing Operations before Income Taxes
{Dollars in millions)
Years ended June 30, Change
2006 2005 2004 2006 2005 2004

Employer Services $1,3084 $1,1493 $998.0 14 % 15 % M %
Brokerage Services 339.5 301.1 250.8 13 % 20 % 2%
Securities Clearing and

Outsourcing Services (30.3) (23.6) - (28) % - -
Dealer Services 161.1 149.8 145.3 7 % 3% 6 %
Other (135.1) 2.6 62.9 (100)+%  (96) % (35)%
Reconciling items:

Foreign exchange 12.2 5.8 (7.1) -- -- --

Client funds interest (56.8) (126.4) (140.5) - - -

Cost of capital charge 144.0 134.5 125.5 - -- -
Total earnings from

continuing operations

before income taxes $1,743.0 $1,593.1 $1,434.9 9 % 11 % (10)%

Certain revenues and expenses are charged to the reportable segments at a standard rate for
management reasons. Other costs are charged to the reportable segments based on management’s
responsibility for the applicable costs. Lastly, various income and expense items, including certain non-
recurring gains and losses and stock-based compensation expense of $168.4 million, $14.0 million and

$12.3 million in fiscal 2006, 2005 and 2004, respectively, are recorded at the corporate level.

The fiscal 2005 and 2004 reportable segments’ revenues and earnings from continuing

operations before income taxes have been adjusted to reflect updated fiscal 2006 budgeted foreign
exchange rates. This adjustment is made for management purposes so that the reportable segments’
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revenues are presented on a consistent basis without the impact of fluctuations in foreign currency
exchange rates. This adjustment is a reconciling item to revenues and earnings from continuing
operations before income taxes in order to eliminate the adjustment in consolidation.

In addition, the reconciling items include an adjustment for the difference between actual interest
income earned on invested funds held for clients and interest credited to Employer Services at a standard
rate of 4.5%. This allocation is made for management reasons so that the Employer Services’ results are
presented on a consistent basis without the impact of fluctuations in interest rates. This allocation is a
reconciling item to our reportable segments’ revenues and earnings from continuing operations before
income taxes to eliminate the allocation in consolidation.

|
The reportable segments’ results also include a cost of capital charge related to the funding
of acquisitions and other investments, This charge is a reconciling item to earnings from continuing
operations before income taxes to eliminate the charge in consolidation.

Employer Services
Fiscal 2006 Compared to Fiscal 20()5

Revenues

Employer Services’ revenues increased 10% in fiscal 2006 primarily due to new business started
in the period, an increase in the number of employees on our clients’ payrolls in the United States, strong
client retention, a pricing increase of approximately 2% and an increase in client funds balances, which
increased interest revenues. Internal revenue growth, which represents revenue growth excluding the
impact of acquisitions and divestitures, was approximately 10% for fiscal 2006. New business sales,
which represent the annualized recurring revenues anticipated from sales orders to new and existing
clients, grew 13% worldwide, to approximately $950 million, for fiscal 2006 due to the increased growth
in the salesforce and its productivity. ' The number of employees on our clients’ payrolls, “pays per
control,” increased 2.4% in the United States. This employment metric represents over 125 thousand
payrolls of small to very large businesses and reflects a broad range of U.S. geographies. Our client
retention in the United States and worldwide each improved by 0.2 percentage points over last year’s
record level.

We credit Employer Services with interest revenues at a standard rate of 4.5%; therefore,
Employer Services’ results are not influenced by changes in interest rates. The difference between
the 4.5% standard rate allocation in Employer Services and the actual interest earned is a reconciling
item that reduces revenue by $56.8 million and $126.4 million in fiscal 2006 and 2005, respectively, to
eliminate this allocation in consolidation. Interest revenues at Employer Services increased by $58.8
million in fiscal 2006, which accounted for approximately 1% growth in Employer Services’ revenues,
due to the increase in the average client funds balances as a result of increased Employer Services’ new
business and growth in our existing dlient base. The average client funds balances were $13.6 billion
during fiscal 2006 as compared to $12.3 billion during fiscal 2005, representing an increase of 11%.

Revenues from our “beyond payroll” products continued to grow at a faster rate than the
traditional payroll and payroll tax revenues. Our PEO revenues grew 22%, to $703.7 million, due to
22% growth in the number of PEO worksite employees during fiscal 2006 and additional pass-through
benefits. In addition, “beyond payroil” revenues grew due to a 21% increase in revenues from our Time
and Labor Management Services due, to increases in the number of clients utilizing this service.

25




Earnings from Continuing Operations before Income Taxes

Earnings from continuing operations before income taxes increased 14%, from $1,149.3 million
to $1,308.4 million, for fiscal 2006 primarily due to the increase in revenues. Earnings from continuing
operations before income taxes grew at a faster rate than revenues primarily due to the improvement in
margins of our products from the leveraging of our expense structure with the increased revenues offset,
in part, by higher selling expenses associated with additional personnel expenses resulting from the
increase in implementation and salesforce personnel and higher commission expenses resulting from our
increase in new business sales. In addition, expenses in fiscal 2006 increased due to start-up expenses
relating to GlobalView (SM), our HR outsourcing offering for multi-national organizations based on
SAP’s industry-leading HR business solutions. Lastly, our operating expenses increased comparably
with our revenue growth due to increases in our PEO business, which includes pass-through costs
associated with the services. Our PEO revenues and pass-through operating expenses related to benefits
and workers’ compensation costs grew 22% and 21%, respectively, to $703.7 million and $510.9 million,
respectively, in fiscal 2006.

Fiscal 2005 Compared to Fiscal 2004

Revenues

Employer Services’ revenues increased 8% in fiscal 2005 as compared to fiscal 2004 primarily
due to new business started in fiscal 2005, a pricing increase of approximately 2%, an increase in the
number of employees on our clients’ payrolls in the United States, strong client retention, and an increase
in client funds balances, which increased interest revenues. Internal revenue growth, which represents
revenue growth excluding the impact of acquisitions and divestitures, was approximately 8% for fiscal
2005. New business sales grew 13%, to approximately $840 million, for fiscal 2005 due to the increased
growth in the salesforce and its productivity. The number of employees on our clients’ payrolis, “pays
per control,” increased approximately 1.9% for fiscal 2005 in the United States. Our client retention
in the United States improved by 0.5 percentage points from the record retention levels in fiscal 2004
primarily due to our continued investment and commitment to client service.

We credit Employer Services with interest revenues at a standard rate of 4.5%; therefore,
Employer Services’ results are not influenced by changes in interest rates. The difference between the
4.5% standard rate allocation to Employer Services and the actual interest earned is a reconciling item
that reduces revenues by $126.4 million and $140.5 million in fiscal 2005 and 2004, respectively, to
eliminate this allocation in consolidation. In fiscal 2005, interest revenues increased due to the growth
in the average client funds balances as a result of increased Employer Services’ new business and growth
in our existing client base as compared to fiscal 2004. This interest revenue increase accounted for
approximately 1% growth in Employer Services’ revenues as compared to fiscal 2004. The average client
funds balance was $12.3 billion during fiscal 2005 as compared to $11.1 billion for the prior fiscal year,
representing an increase of 11% for fiscal 2005.

Revenues from our “beyond payroll” products continued to grow at a faster rate than the
traditional payroll and payroll tax revenues. Our PEO revenues grew 24%, to $577.0 million, during
fiscal 2005 primarily due to 21% growth in the number of PEO worksite employees and additional pass-
through benefits. In addition, “beyond payroll” revenues grew due to a 13% increase in revenues from
our TotalPay® Services and a 22% increase in revenues from our Time and Labor Management Services,
both due to the increase in the number of clients utilizing these services.
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Earnings from Continuing Operations before Income Taxes
i

Earnings from continuing operations before income taxes increased 15%, from $998.0 million
to $1,149.3 million, for fiscal 2005 primarily due to the increase in revenues. Our operating expenses
and selling, general and administrative expenses increased due to the increase in operating and sales
personnel to support the revenue growth. In addition, the increase in operating expenses exceeded
our revenue growth due to the higher growth in our PEO business, which includes pass-through costs
associated with the services. Our PEO revenues and pass-through operating expenses related to benefits
and workers’ compensation costs each grew 24% to $577.0 million and $422.6 million, respectively,
in fiscal 2005. The increase in PEO operating expenses was partially offset by efficiencies of scale in
operating expenses in our Employer Services business. Our systems development and programming
costs increased due to the continued “maintenance of our products and services to comply with statutory
requirements and to support our revenue growth. Our total expenses at Employer Services did not
increase comparably with our revenue growth primarily due to the leveraging of our increasing revenues,
which has resulted in improved margins for our services. This was primarily due to the increase in the
efficiency of our sales personnel, which resulted in a decline of our selling expenses as a percentage of
new business sales in fiscal 2005 as compared to fiscal 2004.

In addition, earnings from continuing operations before income taxes increased approximately
$17.1 miilion during fiscal 2005 as a result of the completion of the integration of certain acquisitions,
primarily ProBusiness Services, Inc., in the prior fiscal year.

Brokerage Services

\

Fiscal 2006 Compared to Fiscal 2005

Revenues

Brokerage Services’ revenues increased 10% for fiscal 2006 due to the increase in certain
investor communication activities and back-office services revenues. Revenues from our beneficial
proxy and interim communications increased 7%, to $738.1 million, primarily due to increased mutual
fund meeting activity and other required mutual fund communications. Revenues from our beyond
beneficial products grew 21%, to $644.1 million, primarily from sales and internal revenue growth within
our transaction reporting, electronic solutions and fulfillment products and the related postage revenue
for these services. Stock record growth, which is a measure of how many stockholders own a security
compared to the prior year and a key factor in the number of pieces delivered, increased 4% in fiscal
2006. Our number of pieces delivered increased 8%, from 995 million to 1,074 million, for fiscal 2006
as compared to fiscal 2005 driven by higher volumes from mutual fund meetings and other required
mutual fund communications. Our back-office services revenues increased 1%, to $356.2 million, due
to an increase in back-office average trades per day of 16%, from 1.5 million to 1.7 million, offset by a
decrease in the average revenue per trade of 10% and a decrease in non-trade revenues. The decrease in
the average revenue per trade was primarily due to our tiered pricing agreements and an increase in lower
priced electronic retail and institutional trades.
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FEarnings from Continuing Operations before Income Taxes

Earnings from continuing operations before income taxes increased $38.4 million, or 13%,
to $339.5 million for fiscal 2006 primarily due to the revenue growth in our investor communications
activities. Additionally, earnings from continuing operations before income taxes were favorably
impacted by the improvement in the margin of our back-office services products due to the continued
efforts to align our operating expenses to back-office revenues and our overall cost containment
measures. These increases were offset by the decrease in margin on postage revenues due to the mix
of investor communications mailings and an increase in various selling, general and administrative
expenses, primarily due to increased compensation expenses relating to sales personnel and increased
commission expenses associated with our increased revenues.

Fiscal 2005 Compared to Fiscal 2004

Revenues

Brokerage Services’ revenues increased 6% for fiscal 2005 as compared to fiscal 2004 due
to an increase in certain investor communications activities as well as an increase in our back-office
services revenues. Revenues from investor communications for fiscal 2005 increased by 9%, to $1,222.3
million, primarily due to increases in the volume of our proxy and interim communications services, as
well as increases in our distribution services revenues. Our proxy and interim communications pieces
delivered increased 15%, from 8635 million to 995 million, for fiscal 2005 as compared to fiscal 2004,
The increase in the fiscal 2005 proxy and interim communications activity resulted from more holders
of equities, increased activity related to additional mutual fund meetings, and more mutual fund special
communications. Stock record growth increased 6% in fiscal 2005. Our distribution services revenues
increased due to new business growth for post-sale mutual fund services. In addition, there was an
increased demand for our services for the consolidation or electronic delivery of proxies, which increased
our service fee revenues, but lowered our postage revenues.

Our back-office services revenues increased by 0.5%, to $352.1 million, for fiscal 2005 due to an
increase in non-trade revenues offset by a decrease in trade processing revenues. The average revenue
per trade declined 10% for fiscal 2005 primarily due to our client mix, which was driven by the increase
in electronic retail trades and volume processed under tiered pricing agreements. These decreases were
offset by an increase in the average trades per day of 7%, from 1.4 million in fiscal 2004 to 1.5 million in
fiscal 2005. Average trades per day increased primarily due to net new business sales and growth in our
existing client base.

Earnings from Continuing Operations before Income Tuxes

Earnings from continuing operations before income taxes increased $50.3 million, to $301.1
million, for fiscal 2005 primarily due to the increased revenues in our investor communications activities
and improved margins for our back-office services. With the increase in volume of our investor
communications, we were able to leverage our expense structure to improve our margins associated with
such services. In addition, earnings from continuing operations before income taxes were favorably
impacted by an increase in our services to consolidate or electronically deliver proxies, which is a higher
margin service. The margin on our back-office services improved due to the continued alignment of
our operating expenses to the lower back-office revenues. Earnings from continuing operations before
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income taxes also increased approximately $8.2 million during fiscal 2005 as a result of the elimination
of unprofitable business lines and alignment of our cost structure in our underperforming businesses that
occurred during fiscal year 2004.

Securities Clearing and Qutsourcing Services

Fiscal 2006 Compared to Fiscal 2005

V

Revenues i
1

Revenues for Securities Clearing and Outsourcing Services were $80.6 million for fiscal 2006 as
compared with $61.5 million for the period from its acquisition date of November 1, 2004 through June
30, 2005. Fiscal 2006 revenues decreased as compared with annualized fiscal 2005 revenues primarily
due to the planned deconversion of two correspondent clearing clients at the end of fiscal 2005 offset, in
part, by the increase in outsourcing revenue of approximately $16 million in fiscal 2006. Average margin
balances were $617 million during fiscal 2006 and $955 million during the period from its acquisition
date of November 1, 2004 through June 30, 2005. Average number of trades cleared per day during
fiscal 2006 was 20 thousand as compared with 23 thousand for the period from its acquisition date of
November 1, 2004 through June 30, 2005.

Loss from Continuing Operations before Income Taxes

Loss from continuing operations before income taxes was $30.3 million for fiscal 2006 as
compared with $23.6 million for the period from its acquisition date of November 1, 2004 through June
30, 2005. The loss for fiscal 2006 is lower than the annualized loss from the eight months of fiscal 2005
due to the efforts to reduce operational costs in order to align the cost structure of the business to the
current revenue levels. The fiscal 2006 loss from continuing operations before income taxes is primarily
due to continued integration and transition expenses, which decreased in the second half of fiscal 2006 as
compared to the similar period in the prior year, and higher compensation costs to support the start up of
new Securities Clearing and Outsourcing Services’ clients.

Fiseal 2005 Compared to Fiscal 2004

Revenues

On November 1, 2004, the Company formed the Securities Clearing and Outsourcing Services
segment upon the acquisition of the U.S. Clearing and BrokerDealer Services divisions of Bank of
America Corporation (“U.S. Clearing and BrokerDealer Business”). Revenues for Securities Clearing
and Outsourcing Services were $61.5 million from November 1, 2004 to June 30, 2005. Average
customer margin balances were $955 million and the average number of trades cleared per day was 23
thousand from November 1, 2004 to June 30, 2005.

Loss from Continuing Operations befo;‘j’e Income Taxes

Loss from continuing operations before income taxes was $23.6 million from November 1, 2004
to June 30, 2005 due to the current alignment of the cost structure associated with the revenues of the
segment as well as the integration costs incurred since the acquisition of the business.
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Dealer Services
Fiscal 2006 Compared to Fiscal 2005

Revenues

Dealer Services’ revenues increased 14% for fiscal 2006 as compared with the prior year.
Internal revenue growth was approximately 4% in fiscal 2006. Revenues increased for our dealer
business systems in North America by $44.5 million, to $860.2 million, primarily due to growth in
our key products. The growth in our key products was primarily driven by the increased users for
Application Service Provider (“ASP”’) managed services, increased Credit Check and CVR transaction
volume, new network installations and increased market penetration of our Customer Relationship
Management (“CRM”) product. Our revenues for fiscal 2006 were also impacted by acquisitions,
primarily Kerridge Computer Company Ltd (“Kerridge”) in December 2005, which is an international
dealer management systems provider to auto dealers. Our acquisitions contributed approximately 10% to
our revenue growth for fiscal 2006.

Earnings from Continuing Operations before Income Tuxes

Earnings from continuing operations before income taxes increased $11.3 million, to $161.1
million, for fiscal 2006. The increases in revenues of our dealer business systems and contributions
from recent acquisitions have increased earnings in fiscal 2006. These increases were partially offset
by additional sales expenses relating to sales personnel headcount additions. Earnings from continuing
operations before income taxes were also negatively impacted by the integration expenses associated
with the acquisition of Kerridge, including $5.6 million of severance expenses relating to certain ADP
associates.

Fiscal 2005 Compared to Fiscal 2004

Revenues

Dealer Services’ revenues increased 10% for fiscal 2005 as compared to fiscal 2004. Internal
revenue growth was approximately 6% for fiscal 2005. Revenues increased 13% for our dealer business
systems in North America to $815.7 million for fiscal 2005 primarily due to growth in our key products
and the effect of acquisitions. The growth in our key products was primarily driven by the increased
users for ASP managed services, increased Credit Check installations, new network installations and
increased market penetration of our CRM product. In addition, our revenue growth was impacted by our
continued strong client retention.

Earnings from Continuing Operations before Income Taxes

Earnings from continuing operations before income taxes increased $4.5 million, to $149.8
million, for fiscal 2005 primarily due to increases in revenues of our dealer business systems offset by
the additional sales expenses relating to headcount additions to generate the current revenue growth
and additional implementation expenses to support the new sales contracts awarded during fiscal 2005
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for two of the largest dealership groups in the United States. In addition, earnings from continuing
operations before income taxes were negatively impacted by the integration costs of acquisitions that
occurred during the fourth quarter of fiscal 2004.

Other ;
|
The primary components of f‘Other” are miscellaneous processing services, and corporate
allocations and expenses, including stock-based compensation expense related to the Company’s adoption
of SFAS No. 123R, effective July 1, 2005, of $168.4 million, $14.0 million and $12.3 million in fiscal
2006, 2005 and 2004, respectively.

FINANCIAL CONDITION, LIQUIDITY AND CAPITAL RESOURCES

Our financial condition and balance sheet remain strong. At June 30, 2006, cash and marketable
securities were $2,602.5 million. The ratio of long-term debt-to-equity was 1.2% at June 30, 2006. At
June 30, 2006, working capital was $2,167.4 million, as compared to $2,008.1 million at June 30, 2005.
The increase in working capital arose primarily as a result of the increase in cash and cash equivalents
associated with the proceeds received from the sale of the Claims Services business, offset by the
reduction in the net assets of the Claims Services business.

Our principal sources of liquidity are derived from cash generated through operations and our
cash and marketable securities on hand. We also have the ability to generate cash through our financing
arrangements under our U.S. short-term commercial paper program and our U.S. and Canadian short-
term repurchase agreements. In addition, we have three unsecured revolving credit agreements that
allow us to borrow up to $5.5 billion in the aggregate. Our short-term commercial paper program and
repurchase agreements are utilized as the primary instruments to meet short-term funding requirements
related to client funds obligations. Oﬁr revolving credit agreements are in place to provide additional
liquidity, if needed. We have never had borrowings under the revolving credit agreements. The
Company believes that the internally generated cash flows and financing arrangements are adequate to
support business operations and capital expenditures.

On April 13, 2006, we completed the sale of our Claims Services business for $975 million in
cash, which resulted in a gain of $561. million, or $453 million after tax, and net cash from the transaction
of approximately $760 million. A portion of the transaction proceeds were received outside of the United
States. With the sale of the Claims Services business we accelerated our share buy-back activity, using a
portion of the proceeds received in the United States from the sale of this business to purchase shares.

|

On October 22, 2004, the AJCA was signed into law. The AJCA created a temporary incentive
for the Company to repatriate earnings accumulated outside the U.S. by allowing the Company to reduce
its taxable income by 85 percent of certain eligible dividends received from non-U.S. subsidiaries by
the end of the Company’s fiscal year ending June 30, 2006. In connection with the sale of the Claims
Services Business on April 13, 2006 and receipt of the related proceeds, the Company elected to apply the
provisions of the AJCA to qualifying earnings repatriations in fiscal 2006. As approved by our Board
of Directors in June 2006, approximately $250 million was repatriated under the AJCA. Income tax
expense of approximately $10 million associated with this repatriation was recorded in the fourth quarter.

On November 1, 2004, we acquired the U.S. Clearing and BrokerDealer Business and formed
the Securities Clearing and Outsourcing Services segment to report the results of the acquired business.
The Securities Clearing and Outsourcing Services segment provides third-party clearing operations in
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the regulated broker-dealer industry. The cash flows from operations from this business differ from
that of our other businesses because the broker-dealer third-party clearing activities utilize payables to
finance their business activities and the regulations associated with the broker-dealer industry require
cash or securities to be segregated for the exclusive benefit of customers in certain circumstances based
on regulatory calculations driven by customers’ balances. As a result, management analyzes cash
flows provided from operating activities of the Securities Clearing and Outsourcing Services segment
separately from all other businesses. Management’s view of the net cash flows provided by operating
activities is as follows:

(In millions)
Years ended June 30, 2006 2005 2004

Net cash flows provided by operating activities for all businesses,
excluding the Securities Clearing and Outsourcing Services

segment $1,691.8 §1,626.4 $1,385.4
Net cash flows provided by (used in) operating activities for the

Securities Clearing and Outsourcing Services segment 120.7 (193.0) --
Net cash flows provided by operating activities, as reported $1,812.5 §$1,4334 $1,385.4

Net cash flows provided by operating activities for all businesses, excluding the Securities
Clearing and Outsourcing Services segment, were $1,691.8 million in fiscal 2006, as compared to
$1,626.4 million in fiscal 2005. This increase was primarily due to the increase in net earnings from
all businesses, excluding the Securities Clearing and Qutsourcing Services segment, of $501.8 million
offset by the non-cash gain on the sale of the Claims Services Business of $452.8 million. Additionally,
accounts payable, accrued expenses and other liabilities decreased primarily due to the timing of income
tax payments, which increased from approximately $476.8 million in fiscal 2005 to $675.6 million in
fiscal 2006, offset in part by an increase in our income tax provision.

Net cash flows provided by operating activities for the Securities Clearing and Outsourcing
Services segment were $120.7 million in fiscal 2006 as compared with the net cash flows used in
operating activities of $193.0 million from November 1, 2004 to June 30, 2005. The net cash flows
provided by operating activities primarily resulted from a decrease of $164.4 million of securities
deposited with clearing organizations or segregated for the exclusive benefit of our Securities Clearing
and Outsourcing Services’ customers to meet regulatory requirements. In addition, securities clearing
receivables decreased primarily due to the margin lending activities of the segment.

Cash flows provided by investing activities in fiscal 2006 totaled $452.2 million, as compared
to cash flows used in investing activities of $437.9 million in fiscal 2005. The fluctuation between
periods was primarily due to the proceeds received from our sale of the Claims Services business and the
Brokerage Services’ financial print business during fiscal 2006. Additionally, the fluctuations in cash
flows from investing activities were due to the timing of purchases of and proceeds from marketable
securities and the change in client funds obligations.

Cash flows used in financing activities in fiscal 2006 totaled $1,348.8 million, as compared to
$746.5 million in fiscal 2005. The increase in cash used in financing activities was primarily due to the
increase in the amount of common stock purchased for treasury. With a portion of the proceeds received
in the United States from the sale of the Claims Services business and our cash flows from operations
we accelerated our share buy-back activity and purchased 29.6 million shares of our common stock at an
average price of $44.84 per share during fiscal 2006, as compared with 14.1 million shares at an average
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price of $41.98 per share during fiscal 2005. As of June 30, 2006, we had remaining Board of Directors’
authorization to purchase up to 34.0 million additional shares. The increase in the cash flows used from
financing activities was offset, in part, by an increase in the proceeds received from the stock purchase
plan and exercises of stock options in Ij"iscal 2006.

In June 2006, we entered into a $1.75 billion, 364-day credit agreement and a $2.25 billion,
five-year credit agreement with a group of lenders. The five-year facility contains an accordion feature
under which the aggregate commitment can be increased by $500.0 million to $2.75 billion, subject to
the availability of additional commitments. These facilities replaced the Company’s prior $1.25 billion,
364-day facility, and $2.25 billion, five-year facility, both of which were terminated on June 28, 2006.
The $1.75 billion and $2.25 billion agréeements mature in June 2007 and June 2011, respectively. We also
have a $1.5 billion credit facility that matures in June 2010. The interest rate applicable to the borrowings
is tied to LIBOR or prime rate depending on the notification provided by the Company to the syndicated
financial institutions prior to borrowing. We are also required to pay facility fees on the credit
agreements. The primary uses of the credit facilities are to provide liquidity to the commercial paper
program and to provide funding for general corporate purposes, if necessary. There were no borrowings
through June 30, 2006 under the current or prior credit agreements.

We maintain a U.S. short-term commercial paper program providing for the issuance of up
to $5.0 billion in aggregate maturity value of commercial paper at the Company’s discretion. Our
commercial paper program is rated A-}+ by Standard and Poor’s and Prime 1 by Moody’s. These ratings
denote the highest quality commercial paper securities. Maturities of commercial paper can range from
overnight to up to 270 days. At June 30, 2006 and 2005, there was no commercial paper outstanding.
During fiscal 2006 and 2005, the Company’s average borrowings were $1.4 billion and $1.0 billion,
respectively, at a weighted average intérest rate of 4.1% and 2.1%, respectively. The weighted average
maturity of the Company’s commercial paper during fiscal 2006 and 2005 was less than two days for
both fiscal years.

Our U.S. and Canadian short-term funding requirements related to client funds obligations
are sometimes obtained on a secured basis through the use of repurchase agreements, which are
collateralized principally by government and government agency securities. These agreements generally
have terms ranging from overnight to hp to five business days. At June 30, 2006 and 2005, there were
no outstanding obligations under repurchase agreements. During fiscal 2006 and 2005, the Company
had average outstanding balances under repurchase agreements of $165.7 million and $300.2 million,
respectively, at an average interest rate of 3.5% and 1.9%, respectively.

During fiscal 2006, we borroWed $200.1 million from a financial institution on a short-term
basis in connection with Dealer Services’ acquisition of Kerridge Computer Company Ltd. We repaid the
short-term borrowing in full as of December 31, 2005.

Capital expenditures for continuing operations during fiscal 2006 were $289.2 million, as
compared to $194.1 million in fiscal 2005 and $188.0 million in fiscal 2004. The capital expenditures in
fiscal 2006 related primarily to data ccj:nter and other facility improvements to support our operations.
We expect capital expenditures in fiscal 2007 to be approximately $250 million.




The following table provides a summary of our contractual obligations as of June 30, 2006:

(In millions)

Payments due by period
Less than 1-3 3-5 More than

Contractual Obligations 1 year years years 5 years Total
Debt Obligations (1) $ 02 $167 § - $ 576 $§ 745
Operating Lease and Software License

Obligations (2) 309.3 390.2 162.9 81.0 943.4
Purchase Obligations (3) 99.0 84.8 59.2 1.6 244.6
Other long-term liabilities reflected on

our Consolidated Balance Sheets:
Compensation and Benefits (4) 28.9 95.0 49.1 72.8 245.8
Total $437.4  $586.7 $271.2 $213.0  §1,508.3

(1)  These amounts represent the principal repayments of our debt and are included on our Consolidated Balance
Sheets. See Note 11 to the consolidated financial statements for additional information about our debt and related
matters.

(2) Included in these amounts are various facilities and equipment leases and software license agreements. We
enter into operating leases in the normal course of business relating to facilities and equipment, as well as the
licensing of software. The majority of our lease agreements have fixed payment terms based on the passage of
time. Certain facility and equipment leases require payment of maintenance and rea! estate taxes and contain
escalation provisions based on future adjustments in price indices. Our future operating lease obligations could
change if we exit certain contracts or if we enter into additional operating lease agreements.

(3) Purchase obligations primarily relate to purchase and maintenance agreements on our software, equipment
and other assets.

(4) Compensation and benefits primarily relates to amounts associated with our employee benefit plans and other
compensation arrangements.

In addition to the obligations quantified in the table above, we have obligations for the remittance
of funds relating to our payroll and payroll tax filing services. As of June 30, 2006, the obligations
relating to these matters, which are expected to be paid in fiscal 2007, total $17,787.4 million and are
recorded in client funds obligations on our Consolidated Balance Sheets. We have $17,483.9 million of
cash and marketable securities recorded in funds held for clients on our Consolidated Balance Sheets as
of June 30, 2006 that have been impounded from our clients to satisfy such obligations.

The Company’s wholly-owned subsidiary, ADP Indemnity, Inc., provides workers’ compensation
and employer liability insurance coverage for our PEO worksite employees. We have secured specific
per occurrence and aggregate stop loss reinsurance from third-party carriers that cap losses that reach
a certain level in each policy year. We utilize historical loss experience and actuarial judgment to
determine the estimated claim liability for the PEO business. We review the assumptions and obtain
valuations provided by an independent third-party actuary to determine the adequacy of the workers’
compensation reserve. During fiscal 2006 and 2005, we received premiums of $46.5 million and $54.0
million, respectively, and paid claims of $21.9 million and $15.9 million, respectively. At June 30, 2006,
our cash balances and marketable securities balances totaled approximately $148.5 million to cover
potential future workers’® compensation claims for the policy years that the PEO worksite employees were
covered by ADP Indemnity, Inc. We believe that the workers’ compensation reserve is adequate to cover
the workers’ compensation claim liability for the PEO worksite employees covered.
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It is not the Company’s business practice to enter into off-balance sheet arrangements. However,
in the normal course of business, the Company enters into contracts in which it makes representations
and warranties that relate to the performance of the Company’s products and services. In addition, the
securities transactions of the Securities Clearing and Outsourcing Services segment involve collateral
arrangements required by various regulatory and internal guidelines, which are monitored daily. The
Company does not expect any material losses related to such representations and warranties or collateral
arrangements. \

We are a member of numero\us exchanges and clearinghouses. Under the membership
agreements, members are generally required to guarantee the performance of other members.
Additionally, if a member becomes unable to satisfy its obligations to the clearinghouse, other members
would be required to meet these shoﬁfalls. To mitigate these performance risks, the exchanges and
clearinghouses often require members to post collateral. Our maximum potential liability under these
arrangements cannot be quantified. However, we believe that it is unlikely that we will be required
to make payments under these arrangements. Accordingly, no contingent liability is recorded in the
consolidated financial statements for these arrangements.

QUANTITATIVE AND QUALITA%TIVE DISCLOSURES ABOUT MARKET RISK

Our overall investment portfolio is comprised of corporate investments (cash and cash
equivalents, short-term marketable sécurities, and long-term marketable securities) and client funds
assets (funds that have been collected from clients but not yet remitted to the applicable tax authorities or
client employees). ‘

In order to provide more cost-effective liquidity and maximize our interest income, we utilize
a strategy by which we extend the maturities of our investment portfolio for funds held for clients and
employ short-term financing arrangements to satisfy our short-term funding requirements related to
client funds obligations. In these instances, a portion of this portfolio is considered and reported within
the corporate investment balances in order to reflect the pure client funds assets and related obligations.
Interest income on this portfolio and the related interest expense on the borrowings are reported in other
income, net on our Statements of Consolidated Earnings.

Our corporate investments are invested in highly liquid, investment grade securities. These
assets are available for repurchases of common stock for treasury and/or acquisitions, as well as other
corporate operating purposes. The majority of our short-term and long-term marketable securities are
classified as available-for-sale securiti?s.

Our client funds assets are inv}ested with safety of principal, liquidity, and diversification as
the primary goals, while also seeking to maximize interest income. Client funds assets are invested
in highly liquid, investment grade marketable securities with a maximum maturity of 10 years at time
of purchase. A significant portion of the client funds assets are invested in U.S. government agencies
securities,

We have established credit quality, maturity, and exposure limits for our investments. The
minimum allowed credit rating for fixed income securities is single-A. The maximum maturity at time
of purchase for a single-A rated security is 5 years, for AA-rated securities is 7 years, and for AAA-rated
securities is 10 years. Commercial paper must be rated A1/P1 and, for time deposits, banks must have a
Financial Strength Rating of C or bette]r.
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Details regarding our overall investment portfolio are as follows:

(Dollars in millions)
Years ended June 30,

Average investment balances at cost:
Corporate investments
Funds held for clients

Total

Average interest rates earned exclusive of
realized gains/ (losses) on:
Corporate investments
Funds held for clients

Total

Realized gains on available-for-sale securities
Realized losses on available-for-sale securities
Net realized losses

As of June 30:
Net unrealized pre-tax (losses) gains on

available-for-sale securities

Total available-for-sale securities at fair value

2006 2005 2004
$ 3,587.3  $3,143.1 § 3,1313
13,566.1 12,2639  11,086.8
$17,153.4 $15,407.0 $14,218.1

3.9% 2.9% 2.5%

4.1% 3.4% 3.2%

4.0% 3.3% 3.0%

$ 13.3 $ 10.7 $ 9.7
(17.9) (39.2) (17.3)

$  (46) $ (285) $__ (1.6)
$ (312.9) $ 329 $ 599
$13,6128  $13,001.5  $12,092.8

During fiscal 2006, approximately 20% of our overall investment portfolio was invested in cash
and cash equivalents and, therefore, is impacted by changes in short-term interest rates. The other 80%
of our investment portfolio was invested in fixed-income securities, with varying maturities of 10 years
or less, which were also subject to interest rate risk including reinvestment risk.

Factors that influence the earnings impact of the interest rate changes include, among
others, the amount of invested funds and the overall portfolio mix between short-term and long-term
investments. This mix varies during the fiscal year and is impacted by daily interest rate changes. A
hypothetical change in both short-term interest rates (e.g., overnight interest rates or Fed Funds rates) and
intermediate-term interest rates of 25 basis points applied to the estimated fiscal 2007 average investment
balances and any related borrowings would result in approximately a $10 million impact to earnings
before income taxes over a twelve-month period. A hypothetical change in only short-term interest
rates of 25 basis points applied to the estimated fiscal 2007 average short-term investment balances and
any related short-term borrowings would result in approximately a $4 million impact to earnings before

income taxes over a twelve-month period.

The Company is exposed to credit risk in connection with our available-for-sale securities
through the possible inability of the borrowers to meet the terms of the securities. The Company limits
credit risk by investing primarily in AAA and AA rated securities, as rated by Moody’s, Standard &
Poor’s, and for Canadian securities, Dominion Bond Rating Service. In addition, we also limit amounts
that can be invested in any single issuer. At June 30, 2006, approximately 95% of our available-for-sale

securities held a AAA or AA rating.
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The Company is exposed to market risk from changes in foreign currency exchange rates that
could impact its financial position, re$ults of operations and cash flows. The Company manages its
exposure to these market risks through its regular operating and financing activities and, when deemed
appropriate, through the use of derivative financial instruments. The Company uses derivative financial

instruments as risk management tools and not for trading purposes.
\

In the normal course of business, the securities clearing activities of the Securities Clearing and
Outsourcing Services segment provides trade execution, settlement and financing of various security
clearing transactions for a nationwide client base. With these activities, we may be exposed to risk in the
event customers, other broker-dealers, banks, clearing organizations or depositories are unable to fulfill
contractual obligations. For securities clearing activities of the Securities Clearing and Outsourcing
Services segment in which we extend credit to customers and broker-dealers, we seek to control the risk
associated with these activities by requiring customers and broker-dealers to maintain margin collateral
in compliance with various regulatory and internal guidelines. We monitor margin levels and, pursuant
to such guidelines, request the deposit of additional collateral or the reduction of securities positions,
when necessary. In addition, broker-dealers may be required to maintain deposits relating to any
securities clearing activities we perfofm on their behalf.

We record customers’ security clearing transactions on a settlement date basis, which is generally
three business days after trade date. The Company is therefore exposed to off-balance sheet risk of loss
on unsettled transactions in the event customers and other counterparties are unable to fulfill contractual

obligations.
{

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

As previously discussed, we adopted SFAS No. 123R, “Share-Based Payment” effective July 1,
2005 using the modified prospective method. The adoption of this standard requires the measurement of
stock-based compensation expense based on the fair value of the award on the date of grant.

In July 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation
(“FIN™) No. 48, “Accounting for Uncertainty in Income Taxes” (“FIN 48”). FIN 48 applies to all
tax positions accounted for under SFAS No. 109, “Accounting for Income Taxes” and defines the
confidence level that a tax position must meet in order to be recognized in the financial statements. The
interpretation requires that the tax effects of a position be recognized only if it is “more-likely-than-not”
to be sustained by the taxing authority as of the reporting date. If a tax position is not considered “more-
Jlikely-than-not” to be sustained then no benefits of the position are to be recognized. FIN 48 requires
additional annual disclosures and is effective as of the beginning of the first fiscal year beginning after
December 15, 2006. We are currently evaluating the effect that the adoption of FIN 48 will have on our
consolidated results of operations and financial condition.

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections — a
replacement of APB Opinion No. 20 and FASB Statement No. 3” (“SFAS No. 154”), which changes the
requirements for the accounting and reporting of a change in accounting principle and error corrections.
SFAS No. 154 applies to all voluntary changes in accounting principle, as well as to changes required
by an accounting pronouncement that does not include specific transition provisions. SFAS No. 154 is
effective for accounting changes and corrections of errors made in fiscal years beginning after December
15, 2005. The Company adopted SFAS No. 154 on July 1, 2006 and will apply its provisions on a
prospective basis when applicable.
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In March 2005, the FASB issued FIN No. 47, “Accounting for Conditional Asset Retirement
Obligations, an interpretation of SFAS No. 143” (“FIN 47”). FIN 47 requires an entity to recognize a
liability for the fair value of a conditional asset retirement obligation in the period in which it is incurred
if the liability’s fair value can be reasonably estimated. FIN 47 clarifies that the term “conditional
asset retirement obligation” as used in SFAS No. 143, “Accounting for Conditional Asset Retirement
Obligations,” refers to a legal obligation to perform an asset retirement activity in which the timing
and/or method of settlement are conditional on a future event that may or may not be within the control of
the entity. FIN 47 is effective no later than the end of fiscal years ending after December 15, 2005. The
adoption of FIN 47 as of June 30, 2006 did not have a material impact on our financial position, results of
operations or cash flows.

CRITICAL ACCOUNTING POLICIES

Our consolidated financial statements and accompanying notes have been prepared in
accordance with accounting principles generally accepted in the United States of America. The
preparation of these financial statements requires management to make estimates, judgments and
assumptions that affect reported amounts of assets, liabilities, revenues and expenses. We continually
evaluate the accounting policies and estimates used to prepare the consolidated financial statements.
The estimates are based on historical experience and assumptions believed to be reasonable under
current facts and circumstances. Actual amounts and results could differ from these estimates made by
management. Certain accounting policies that require significant management estimates and are deemed
critical to our results of operations or financial position are discussed below.

Revenue Recognition. Our revenues are primarily attributable to fees for providing services
(e.g., Employer Services’ payroll processing fees and Brokerage Services’ trade processing fees) as well
as investment income on payroll funds, payroll tax filing funds and other Employer Services’ client-
related funds. We enter into agreements for a fixed fee per transaction (e.g., number of payees or number
of trades). Fees associated with services are recognized in the period services are rendered and earned
under service arrangements with clients where service fees are fixed or determinable and collectibility
is reasonably assured. Our service fees are determined based on written price quotations or service
agreements having stipulated terms and conditions which do not require management to make any
significant judgments or assumptions regarding any potential uncertainties. Interest income on collected
but not yet remitted funds held for Employer Services’ clients is recognized in revenues as earned, as the
collection, holding and remittance of these funds are critical components of providing these services.

We also recognize revenues associated with the sale of software systems and associated software
licenses. For a majority of our software sales arrangements, which provide hardware, software licenses,
installation and post-contract customer support, revenues are recognized ratably over the software
license term as vendor-specific objective evidence of the fair values of the individual elements in the
sales arrangement does not exist. Changes to the elements in an arrangement and the ability to establish
vendor-specific objective evidence for those elements could affect the timing of the revenue recognition.

We assess collectibility of our revenues based primarily on the creditworthiness of the customer
as determined by credit checks and analysis, as well as the customer’s payment history. We do not
believe that a change in our assumptions utilized in the collectibility determination would result in a
material change to revenues as no single customer accounts for a significant portion of our revenues.
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Goodwill. We review the carfying value of all our goodwill in accordance with SFAS No.
142, “Goodwill and Other Intangible Assets,” by comparing the carrying value of our reporting units
to their fair values. We are required to perform this comparison at least annually or more frequently if
circumstances indicate possible impaifment. When determining fair value, we utilize a discounted future
cash flow approach using various assumptions, including projections of revenues based on assumed
long-term growth rates, estimated cos‘;s, and appropriate discount rates based on the Company’s weighted
average cost of capital. Our estimates of long-term growth and costs are based on historical data, various
internal estimates and a variety of external sources, and are developed as part of our routine long-range
planning process. We had $2,466.2 million of goodwill as of June 30, 2006. Given the significance of
our goodwill, an adverse change to the fair value could result in an impairment charge, which could be
material to our consolidated earnings.|

Income Taxes. We account for income taxes in accordance with SFAS No. 109, “Accounting for
Income Taxes,” which establishes financial accounting and reporting standards for the effect of income
taxes. The objectives of accounting for income taxes are to recognize the amount of taxes payable or
refundable for the current year and deferred tax liabilities and assets for the future tax consequences of
events that have been recognized in an entity’s financial statements or tax returns. Judgment is required
in addressing the future tax consequences of events that have been recognized in our consolidated
financial statements or tax returns (e.g., realization of deferred tax assets, changes in tax laws or
interpretations thereof). In addition, we are subject to the continuous examination of our income tax
returns by the Internal Revenue Service and other tax authorities. A change in the assessment of the

|
outcomes of such matters could materially impact our consolidated financial statements.

Stock-Based Compensation. SFAS No. 123R requires the measurement of stock-based
compensation expense based on the fafir value of the award on the date of grant. We determine the fair
value of stock options issued by using;a binominal option-pricing model. The binomial option-pricing
model considers a range of assumptiops related to volatility, dividend yield, risk-free interest rate and
employee exercise behavior. Expected volatilities utilized in the binomial option-pricing model are
based on a combination of implied market volatilities, historical volatility of the Company’s stock price
and other factors. Similarly, the dividend yield is based on historical experience and expected future
changes. The risk-free rate is derived from the U.S. Treasury yield curve in effect at the time of grant.
The binomial option-pricing model also incorporates exercise and forfeiture assumptions based on an
analysis of historical data. The expected life of the stock option grants is derived from the output of the
binomial model and represents the period of time that options granted are expected to be outstanding.
Determining these assumptions are subjective and complex, and therefore, a change in the assumptions
utilized could impact the calculation df the fair value of our stock options. Prior to July 1, 2005, we
followed APB No. 25, and related interpretations. Under APB No. 25, no stock-based compensation
expense was recognized related to our stock option program and employee stock purchase plan, as all
options granted under the stock option program had an exercise price equal to the market value of the
underlying common stock on the date of grant and, with respect to the employee stock purchase plan, the
discount did not exceed fifteen percent.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
!
The information called for by this item is provided under the caption “Quantitative and
Qualitative Disclosures About Market Risk” under Item 7 — Management’s Discussion and Analysis of
Financial Condition and Results of Operations.

39




Item 8. Financial Statements and Supplementary Data

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders of
Automatic Data Processing, Inc.
Roseland, New Jersey

We have audited the accompanying consolidated balance sheets of Automatic Data Processing,
Inc. and subsidiaries (the “Company”) as of June 30, 2006 and 2005, and the related consolidated
statements of earnings, stockholders’ equity, and cash flows for each of the three years in the period
ended June 30, 2006. Our audits also included the financial statement schedule listed in the Index at Item
15(a) 2. These consolidated financial statements and financial statement schedule are the responsibility
of the Company’s management. Our responsibility is to express an opinion on these consolidated
financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the
financial position of Automatic Data Processing, Inc. and subsidiaries at June 30, 2006 and 2005, and the
results of their operations and their cash flows for each of the three years in the period ended June 30,
2006 in conformity with accounting principles generally accepted in the United States of America. Also,
in our opinion, such financial statement schedule, when considered in relation to the basic consolidated
financial statements taken as a whole, presents fairly, in all material respects, the information set forth
therein.

As discussed in Note | to the consolidated financial statements, the Company adopted Statement
of Financial Accounting Standards No. 123(R), “Share-Based Payment,” as revised, effective July 1, 2005.

We have also audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the effectiveness of the Company’s internal control over financial
reporting as of June 30, 2006, based on the criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and
our report dated August 28, 2006 expressed an unqualified opinion on management’s assessment of the
effectiveness of the Company’s internal control over financial reporting and an unqualified opinion on
the effectiveness of the Company’s internal control over financial reporting.

/s/ Deloitte & Touche LLP
New York, NY
August 28, 2006
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Statements of Consolidated Earnings
(In millions, except per share amounts)

Years ended June 30,
, i
Revenues, other than interest on funds held for Employer Services’
clients and PEO revenues ‘
Interest on funds held for Employer Serv1ces clients
PEO revenues (A)
Total revenues
Operating expenses
Selling, general and administrative expenses
Systems development and programming costs
Depreciation and amortization ‘
Other income, net

Earnings from continuing operations before income taxes

Provision for income taxes

Net earnings from continuing operations

Earnings from discontinued operations, net of provision for
income taxes of $123.2, $27.7 and $21.7 for the three years
ended June 30, 2006, 2005 and 2004 respectively

Net earnings

Basic earnings per share from continuing operations
Basic earnings per share from discontinued operations
Basic earnings per share

Diluted earnings per share from continuing operations
Diluted earnings per share from dlscontmued operations
Diluted earnings per share

Basic weighted average shares outstanding
Diluted weighted average shares outstanding

2006 2005 2004
$7,628.0  $6,9853  $6,457.0
549.8 421.4 355.4
703.7 577.0 467.0
88815 79837 72794
42895  3,7648  3,308.7
2,035.1  1,832.8  1,789.7
589.8 550.3 523.7
288.6 273.9 277.1
(64.5) (31.2) (54.7)
71385  6390.6 58445
1,743.0  1,593.1  1,434.9
670.6 594.8 537.2
1,072.4 998.3 897.7
481.6 57.1 37.9
$1,554.0 $1,0554 § 9356
$ 187 S 171 $ 152
0.84 0.10 0.06
$ 270 $ 181 $ 158
$ 185 $ 1.69 1.50
0.83 0.10 0.06
$ 268 $ 179 $ 156
574.8 583.2 591.7
580.3 590.0 598.7

(A) Professional Employer Organization (“PEQO”) revenues are net of direct pass-through costs of $6,977.0,

$5,499.2 and $4,237.0, respectively.

See notes to consolidated financial statements.
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Consolidated Balance Sheets

(In millions, except per share amounts)
June 30,

Assets
Current assets:
Cash and cash equivalents
Short-term marketable securities (includes $40.3 and $204.7 of segregated securities
deposited with clearing organizations or segregated for regulatory purposes at
June 30, 2006 and 2005, respectively)
Accounts receivable, net
-Securities clearing receivables
Other current assets
Assets of discontinued operations
Total current assets
Long-term marketable securities
Long-term receivables, net
Property, plant and equipment, net
Other assets
Goodwill
Intangible assets, net
Total assets before funds held for clients
Funds held for clients
Total assets

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable
Accrued expenses and other current liabilities
Securities clearing payables
Income taxes payable
Liabilities of discontinued operations
Total current liabilities
Long-term debt
Other liabilities
Deferred income taxes
Deferred revenues
Total liabilities before client funds obligations
Client funds obligations
Total liabilities

Commitments and contingencies (Note 16)

Stockholders’ equity:
Preferred stock, $1.00 par value: Authorized, 0.3 shares; issued, none
Common stock, $0.10 par value: Authorized, 1,000.0 shares; issued, 638.7 shares at
June 30, 2006 and 2005
Capital in excess of par value
Deferred compensation
Retained earnings
Treasury stock - at cost: 77.3 and 58.5 shares, respectively
Accumulated other comprehensive (loss) income
Total stockholders’ equity
Total liabilities and stockholders’ equity

See notes to consolidated financial statements.
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2006 2005
$ 1,906 $ 853.6
367.9 695.8
1,202.4 1,121.7
836.8 965.2
452.4 571.4
- 662.2
4,760.1 4,869.9
334.0 4479
215.4 186.9
782.4 637.9
830.1 813.8
2,466.2 2,185.8
618.0 575.7
10,006.2 9,717.9
17,483.9 17,897.5
$27,490.1  $27,615.4
$ 2073 S 1927
1,546.4 1,511.3
613.6 745.2
205.7 192.5
19.7 220.1
2,592.7 2,861.8
74.3 75.7
373.4 3334
123.7 238.7
527.0 462.7
3,691.1 3,972.3
17,787.4 17,859.2
21,478.5 21,8315
63.9 63.9
157.4 -
- (13.3)
9,111.4 7,966.0
(3,194.8)  (2,246.8)
(126.3) 14.1
6,011.6 5,783.9
$27.490.1  $27,615.4




Statements of Consolidated Stoékholders’ Equity

(In millions, except per share amounts)

! Accumulated
Cor1:1m0n Stock Capital in Other
{ Excess of Deferred Retained  Treasury  Comprehensive Comprehensive
Shares Amount Par Value Compensation Earnings Stock Income Income (Lo0ss)

Balance at June 30, 2003 632%.7 $63.9  $ 2259 $ (14.6) $6,710.9  $(1,773.4) $ 1588
Net earnings - - - - 935.6 - $ 9356 --
Foreign currency translation adjustments \ 17.1 17.1
Unrealized net loss on securities, net of tax \ (196.3) (196.3)
Minimum pension liability adjustment, net ‘

of tax ‘ 0.9 0.9
Comprehensive income | § 7573
Stock plans and related tax benefits 3-- -- (122.6) 2.4) -- 371.8 --
Treasury stock acquired (15.8 shares) - - - - - (648.9) --
Acquisitions -- - -- - -- 0.5 -
Debt conversion (0.4 shares) -- - 6.7 -- - 16.8 -
Dividends ($.5400 per share) - -- -- -- (319.6) -- --
Balance at June 30, 2004 638.7 639 96.6 (17.0) 7,326.9 (2,033.2) (19.5)
Net earnings - -- - - 1,0554 -- $1,0554 -
Foreign currency translation adjustments 52.5 52.5
Unrealized net loss on securities, net of tax (16.8) (16.8)
Minimum pension liability adjustment, net !

of tax | 2.1) @.n
Comprehensive income | $1,089.0
Stock plans and related tax benefits - (94.5) 3.7 (63.6) 373.6 -
Treasury stock acquired (14.1 shares) “- - - - - (591.4) --
Acquisitions b - - - - 0.6 -
Debt conversion (0.1 shares) i -- 2.1) - -- 3.6 --
Dividends ($.6050 per share) - - -- - (352.7) - -
Balance at June 30, 2005 638.7  63.9 -- (13.3) 7,966.0 (2,246.8) 14.1
Net earnings L - - - 1,554.0 - $1,554.0 -
Foreign currency translation adjustments \ 80.2 80.2
Unrealized net loss on securities, net of tax : (221.0) (221.0)
Minimum pension liability adjustment, net :

of tax ; 0.4 04
Comprehensive income $1,413.6
Elimination of deferred compensation upon ;

adoption of Statement of Financial

Accounting Standard No. 123R - -- (13.3) 13.3 - - --
Stock-based compensation expense -- -- 174.9 - - -~ --
Stock plans and related tax benefits - -- 3.7) - -- 375.6 --
Treasury stock acquired (29.6 shares) -‘:— -- - -- -- (1,326.9) --
Acquisitions - - - - - -- -
Debt conversion (0.1 shares) - -- (0.5) - - 33 -
Dividends ($.7100 per share) - -- -- - (408.6) - --
Balance at June 30, 2006 6387 § 639 § 1574 5 - $9,1114  § (3,194.8) $(126.3)

See notes to consolidated financial statements.
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Statements of Consolidated Cash Flows
(In millions)

Years ended June 30,

Cash Flows From Operating Activities

Net earnings

Adjustments to reconcile net earnings to net cash flows provided by
operating activities:
Depreciation and amortization
Deferred income taxes
Stock-based compensation expense
Pension expense
Realized gains (losses) from the sales of marketable securities
Amortization of premiums and discounts on available-for-sale securities
Gain on sale of discontinued operations business, net of tax
Impairment of assets of discontinued operations business
Other

Operating activities of discontinued operations

Changes in operating assets and liabilities, net of effects from acquistions and
divestitures of businesses:
Decrease (increase) in securities deposited with clearing organizations or

segregated in compliance with federal regulations

Increase in receivables and other assets
(Decrease) increase in accounts payable, accrued expenses and other liabilities
Decrease (increase) in securities clearing receivables
Decrease in securities clearing payables

Net cash flows provided by operating activities

Cash Flows From Investing Activities

Purchases of marketable securities

Proceeds from the sales and maturities of marketable securities

Net (purchases of) proceeds from client funds securities

Change in client funds obligations

Capital expenditures

Additions to intangibles

Acquisitions of businesses, net of cash acquired

Proceeds from the sale of businesses

Other

Investing activities of discontinued operations

Net cash flows provided by (used in) investing activities

Cash Flows From Financing Activities

Payments of debt

Proceeds from issuance of notes

Repurchases of common stock

Proceeds from stock purchase plan and exercises of stock options

Excess tax benefit related to exercises of stock options

Dividends paid

Financing activities of discontinued operations

Net cash flows used in financing activities

Effect of exchange rate changes on cash and cash equivalents

Net change in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Less cash and cash equivalents of discontinued operations, end of year

Cash and cash equivalents of continuing operations, end of year

See notes to consolidated financial statements.
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2006 2005 2004
$1,5540  $1,0554 $ 9356
288.6 273.9 277.1
33.9 21.9 106.2
168.4 14.0 12.3
34,5 25.3 16.4
46 28.5 7.6
75.4 120.0 129.9
(452.8) - -
18.6 - -
32.9 (36.9) 435
(11.5) 55.8 383
164.4 (179.8) - -
(0.6) (139.9) (225.4)
(94.7) 266.2 439
128.4 (16.3) -
(131.6) (54.7) -
1,812.5 1433.4 1,385.4
(5,846.5)  (7,599.4) (8,087.2)
4,955.0 6,629.1 5,339.3
1,364.1 (3,765.6) 663.8
(174.3) 5,019.0 1,391.3
(292.3) (187.3) (188.0)
(118.7) (103.4) (145.2)
(336.7) (404.4) (172.4)
902.4 17.2 21.5
12.3 4.6 (5.5)
(13.1) 41.7) (136.4)
4522 (437.9) (1,318.8)
0.7) (1.1) (1.4)
0.5 0.3 0.4
(1,299.9) (584.4) (629.9)
264.1 174.6 160.7
79 - -
(393.9) (344.9) (308.6)
73.2 9.0 8.5
(1,348.8) (746.5) (770.3)
9.3 134 6.5
9252 2624 (697.2)
975.4 713.0 1,4102
1,900.6 9754 713.0
- (121.8) (108.2)
$19006 $ 853.6 S 6048
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Notes to Consolidated Financial Statements
(Tabular dollars in millions, except per sha‘\re amounts)

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

|
A. Consolidation and Basis of Preparation. The consolidated financial statements include the financial

results of Automatic Data Processing, Inc. and its majority-owned subsidiaries (the “Company” or
“ADP”). Intercompany balances and transactions have been eliminated in consolidation.

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
amounts reported in the consolidated financial statements and accompanying notes. Actual resuits could
differ from these estimates. |

B. Description of Business. The Company is a provider of technology-based outsourcing solutions to
employers, the brokerage and financial services community, vehicle retailers and manufacturers. The
Company classifies its operations into the following reportable segments: Employer Services, Brokerage
Services, Securities Clearing and Outsourcing Services, Dealer Services and Other. “Other” consists
primarily of miscellaneous processing services, and corporate allocations and expenses, including stock-
based compensation expense related to the Company’s adoption of Statement of Financial Accounting
Standards (“SFAS”) No. 123R, “Share-Based Payment™ (“SFAS No. 123R™), effective July 1, 2005.

As further discussed in Note 4, on April 13, 2006, we completed the sale of the Claims Services business,
which was previously reported in our “Other” segment, for $975 million. In addition, on January 20,
2006, we completed the sale of our Brokerage Services’ financial print business. In connection with

the sale of both of these businesses, we have classified the results of operations of these businesses as
discontinued operations. !

C. Revenue Recognition. A majoritj' of the Company’s revenues are attributable to fees for providing
services (e.g., Employer Services’ payroll processing fees and Brokerage Services’ trade processing fees)
as well as investment income on payroll funds, payroll tax filing funds and other Employer Services’
client-related funds. The Company typically enters into agreements for a fixed fee per transaction (e.g.,
number of payees or number of trades). Fees associated with services are recognized in the period
services are rendered and earned under service arrangements with clients where service fees are fixed or
determinable and collectibility is reasonably assured.

Interest income on collected but not yét remitted funds held for clients is earned on funds that are
collected from clients and invested until remittance to the applicable tax agencies or clients’ employees.
The interest earned on these funds is included in revenues because the collection, holding and remittance
of these funds are critical components:of providing these services.

The Company also recognizes revenues associated with the sale of software systems and associated
software licenses. For a majority of the Company’s software sales arrangements, which provide
hardware, software licenses, installation and post-contract customer support, revenues are recognized
ratably over the software license term as vendor-specific objective evidence of the fair values of the
individual elements in the sales arrangement does not exist.

L . . .
Postage fees for client mailings are included in revenues and the associated postage expenses are included
in operating expenses. Professional Employer Organization (“PEO”) revenues are included in revenues
and are reported net of direct pass-through costs, which are costs billed and incurred for PEO worksite
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employees, primarily consisting of payroll wages and payroll taxes. Benefits and workers’ compensation
fees for PEO worksite employees are included in PEO revenues and the associated costs are included in
operating expenses.

Customer clearing security transactions and the related revenues, primarily consisting of customer
margin interest, and expenses, primarily consisting of brokerage clearing expenses and interest expense,
are recorded on a settlement date basis. Revenues for the fees charged to an introducing broker-dealer to
process trades in clearing accounts are recorded on a trade-date basis.

D. Cash and Cash Equivalents. Investment securities with a maturity of ninety days or less at the time
of purchase are considered cash equivalents.

E. Corporate Investments and Funds Held for Clients. All of the Company’s marketable securities
are considered to be “trading” or “available-for-sale” and, accordingly, are carried on the Consolidated
Balance Sheets at fair value. The Company’s trading securities represent securities that have been either
pledged as collateral to exchanges and clearinghouses or segregated for the exclusive benefit of our
Securities Clearing and Outsourcing Services’ customers to meet regulatory requirements. Unrealized
gains and losses on these trading securities are reflected in revenues, other than interest on funds held for
Employer Services’ clients and PEO revenues on the Statements of Consolidated Earnings. For available-
for-sale securities, unrealized gains and losses, net of the related tax effect, are excluded from earnings
and are reported as a separate component of accumulated other comprehensive (loss) income, on the
Consolidated Balance Sheets, until realized. Realized gains and losses from the sale of available-for-sale
securities are determined on a specific-identification basis and are included in other income, net.

If the market value of any available-for-sale security declines below cost and it is deemed to be other-
than-temporary, an impairment charge is recorded to earnings for the difference between the carrying
amount of the respective security and the fair value.

Premiums and discounts are amortized or accreted over the life of the related available-for-sale
security as an adjustment to yield using the effective-interest method. Dividend and interest income are
recognized when earned. :

F. Long-term Receivables. Long-term receivables relate to notes receivable from the sale of computer
systems, primarily to automotive and truck dealerships. Unearned income from finance receivables
represents the excess of gross receivables over the sales price of the computer systems financed.
Unearned income is amortized using the effective-interest method to maintain a constant rate of return
on the net investment over the term of each contract.

The allowance for doubtful accounts on long-term receivables is the Company’s best estimate of the
amount of probable credit losses in the Company’s existing note receivables.
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| . . .
G. Property, Plant and Equipment. Property, plant and equipment is stated at cost and depreciated
over the estimated useful lives of the assets using the straight-line method. Leasehold improvements are
amortized over the shorter of the term of the lease or the estimated useful lives of the improvements. The

estimated useful lives of assets are primarily as follows:

Data processing equiprhent 2 to 5 years
Buildings : 20 to 40 years
Furniture and fixtures | 3 to 7 years

H. Securities Clearing Receivables and Payables. Receivables from and payables to clearing
customers represent the amounts receivable from and payable to clearing customers in connection with
cash and margin securities transactions. Receivables from customers are collateralized by securities that
are not reflected on the Consolidated Balance Sheets.

Securities borrowed and loaned represents the amount of cash collateral advanced or received from
other broker-dealers. Securities borrowed and securities loaned are recorded on the settlement date
based upon the amount of cash advanced or received. The Company takes possession of securities
borrowed, monitors the market value of securities borrowed and loaned and obtains additional collateral
as appropriate.

I. Goodwill and Other Intangible Assets. The Company accounts for goodwill and other intangible
assets in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets,” which states that
goodwill and intangible assets with indefinite useful lives should not be amortized, but instead tested
for impairment at least annually at the reporting unit level. If an impairment exists, a write-down to
fair value (normally measured by discounting estimated future cash flows) is recorded. Intangible assets
with finite lives are amortized primérily on a straight-line basis over their estimated useful lives and are
reviewed for impairment in accordance with SFAS No. 144, “Accounting for the Impairment or Disposal
of Long-Lived Assets” (“SFAS No. 144”).

J. Impairment of Long-Lived Assets. In accordance with SFAS No. 144, long-lived assets are reviewed
for impairment whenever events or changes in circumstances indicate that the carrying amount of an
asset may not be recoverable. Recoverability of assets to be held and used is measured by a comparison
of the carrying amount of an asset to estimated undiscounted future cash flows expected to be generated
by the asset. If the carrying amount of an asset exceeds its estimated future cash flows, an impairment
charge is recognized for the amount by which the carrying amount of the asset exceeds the fair value of
the asset.

K. Foreign Currency Translation. The net assets of the Company’s foreign subsidiaries are translated
into U.S. dollars based on exchange rates in effect at the end of each period, and revenues and expenses
are translated at average exchange rates during the periods. Currency transaction gains or losses,
which are included in the results of operations, are immaterial for all periods presented. Gains or losses
from balance sheet translation are included in accumulated other comprehensive (loss) income on the
Consolidated Balance Sheets.

L. Derivative Financial Instruments. Derivative financial instruments are measured at fair value
and are recognized as assets or liabilities on the Consolidated Balance Sheets with changes in the fair
value of the derivatives recognized in either net earnings from continuing operations or accumulated
other comprehensive (loss) income, depending on the timing and designated purpose of the derivative,
in accordance with SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities”
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(“SFAS No. 133”), SFAS No. 138, “Accounting for Certain Derivative Instruments and Certain Hedging
Activities” and SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging
Activities.”

M. Earnings per Share (“EPS”). The calculations of basic and diluted EPS are as follows:

Effect of Effect of

Zero Coupon Employee

Subordinated Compensation,
Years ended June 30, Basic Notes Related Shares Diluted
2006
Net earnings from continuing operations $ 1,0724 $1.0 $ -- § 1,0734
Weighted average shares (in millions) 574.8 1.1 44 580.3
EPS from continuing operations $ 1.87 $ 1.85
2005
Net earnings from continuing operations $ 9983 $1.0 $ - $ 9993
Weighted average shares (in millions) 583.2 1.2 5.6 590.0
EPS from continuing operations $ 171 $ 169
2004
Net earnings from continuing operations $ 8977 $14 5 - $ 8991
Weighted average shares (in millions) 591.7 1.5 5.5 598.7
EPS from continuing operations § 152 § 1.50

Options to purchase 26.6 million, 34.6 million and 36.9 million shares of common stock for fiscal 2006,
2005 and 2004, respectively, were excluded from the calculation of diluted earnings per share because
their exercise prices exceeded the average market price of outstanding common shares for the fiscal year.

N. Stock-Based Compensation. As further discussed in Note 14, the Company adopted SFAS No. 123R,
effective July 1, 2005, using the modified prospective method. Accordingly, prior period amounts have
not been restated. The adoption of this standard requires the measurement of stock-based compensation
expense based on the fair value of the award on the date of grant. Prior to July 1, 2005, the Company
followed Accounting Principles Board Opinion 25, “Accounting for Stock Issued to Employees” (“APB
No. 257), and related interpretations. Under APB No. 25, no stock-based compensation expense was
recognized related to the Company’s stock option program and employee stock purchase plan, as all
options granted under the stock option program had an exercise price equal to the market value of the
underlying common stock on the date of grant and, with respect to the employee stock purchase plan, the
discount did not exceed fifteen percent.

O. Internal Use Software. Expenditures for major software purchases and software developed or
obtained for internal use are capitalized and amortized over a three- to five-year period on a straight-line
basis. For software developed or obtained for internal use, the Company capitalizes costs in accordance
with the provisions of Statement of Position No. 98-1, “Accounting for the Costs of Computer Software
Developed or Obtained for Internal Use.” The Company’s policy provides for the capitalization of
external direct costs of materials and services associated with developing or obtaining internal use
computer software. In addition, the Company also capitalizes certain payroll and payroll-related costs
for employees who are directly associated with internal use computer software projects. The amount of
capitalizable payroll costs with respect to these employees is limited to the time directly spent on such
projects. Costs associated with preliminary project stage activities, training, maintenance and all other
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post-implementation stage activities are expensed as incurred. The Company also expenses internal
costs related to minor upgrades and enhancements, as it is impractical to separate these costs from
normal maintenance activities.

P. Computer Software to be Sold, Leased or Otherwise Marketed. The Company capitalizes certain
costs of computer software to be sold, leased or otherwise marketed in accordance with the provisions
of SFAS No. 86, “Accounting for the Costs of Computer Software to be Sold, Leased or Otherwise
Marketed.” The Company’s policy provides for the capitalization of all software production costs upon
reaching technological feasibility for a specific product. Technological feasibility is attained when
software products have a completed working model whose consistency with the overall product design
has been confirmed by testing. Costs incurred prior to the establishment of technological feasibility are
expensed as incurred. The establishment of technological feasibility requires considerable judgment

by management and in many instances is only attained a short time prior to the general release of the
software. Upon the general release of the software product to customers, capitalization ceases and such
costs are amortized over a three-year period on a straight-line basis. Maintenance-related costs are
expensed as incurred.

Q. Income Taxes. The provisions for income taxes, income taxes payable and deferred income taxes

are determined using the liability meéthod. Deferred tax assets and liabilities are determined based on
differences between the financial reporting and tax basis of assets and liabilities and are measured by

applying enacted tax rates and laws t:o taxable years in which such differences are expected to reverse.
A valuation allowance is provided when the Company determines that it is more likely than not that a

portion of the deferred tax asset balance will not be realized.

R. Recently Issued Accounting Pronouncement. In July 2006, the Financial Accounting Standards
Board (“FASB”) issued FASB Interpretation (“FIN”) No. 48, “Accounting for Uncertainty in Income
Taxes” (“FIN 48”). FIN 48 applies to all tax positions accounted for under SFAS No. 109, “Accounting
for Income Taxes” and defines the confidence level that a tax position must meet in order to be
recognized in the financial statemenﬁs. The interpretation requires that the tax effects of a position be
recognized only if it is “more-likely-than-not” to be sustained by the taxing authority as of the reporting
date. If a tax position is not considered “more-likely-than-not” to be sustained then no benefits of the
position are to be recognized. FIN 48 requires additional annual disclosures and is effective as of

the beginning of the first fiscal year beginning after December 15, 2006. The Company is currently
evaluating the effect that the adoptiof; of FIN 48 will have on its consolidated results of operations and
financial condition. ‘

In May 2003, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections —a
replacement of APB Opinion No. 20 and FASB Statement No. 3” (“SFAS No. 154”), which changes the
requirements for the accounting and reporting of a change in accounting principle and error corrections.
SFAS No. 154 applies to all voluntary changes in accounting principle, as well as to changes required

by an accounting pronouncement that does not include specific transition provisions. SFAS No. 154 is
effective for accounting changes and corrections of errors made in fiscal years beginning after December
15, 2005. The Company adopted SFAS No. 154 on July 1, 2006 and will apply its provisions on a
prospective basis when applicable.

In March 2005, the FASB issued FIN No. 47, “Accounting for Conditional Asset Retirement Obligations,
an interpretation of SFAS No. 143” (“FIN 47”). FIN 47 requires an entity to recognize a liability for the
fair value of a conditional asset retirement obligation in the period in which it is incurred if the liability’s
fair value can be reasonably estimated. FIN 47 clarifies that the term “conditional asset retirement
obligation” as used in SFAS No. 143, “Accounting for Conditional Asset Retirement Obligations,”
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refers to a legal obligation to perform an asset retirement activity in which the timing and/or method of
settlement are conditional on a future event that may or may not be within the control of the entity. FIN
47 is effective no later than the end of fiscal years ending after December 15, 2005, The adoption of FIN
47 as of June 30, 2006 did not have a material impact on the Company’s financial position, results of
operations or cash flows.

NOTE 2. OTHER INCOME, NET

Other income, net consists of the following:

Years ended June 30, 2006 2005 2004
Interest income on corporate funds $(141.9) $(92.0) $(78.3)
Interest expense 72.8 323 16.0
Realized gains on available-for-sale securities (13.3) (10.7) 9.7
Realized losses on available-for-sale securities 17.9 39.2 17.3
Other income, net $ (645 $(331.2) $(54.7)

Proceeds from the sales and maturities of marketable securities were $4,955.0 million, $6,629.1 million
and $5,339.3 million for fiscal 2006, 2005 and 2004, respectively.

NOTE 3. ACQUISITIONS AND DIVESTITURES

Assets acquired and liabilities assumed in business combinations were recorded on the Company’s
Consolidated Balance Sheets as of the respective acquisition dates based upon their estimated fair values
at such dates. The results of operations of businesses acquired by the Company have been included in
the Company’s Statements of Consolidated Earnings since their respective dates of acquisition. The
excess of the purchase price over the estimated fair values of the underlying assets acquired and liabilities
assumed was allocated to goodwill. In certain circumstances, the allocations of the excess purchase
price are based upon preliminary estimates and assumptions. Accordingly, the allocations are subject to
revision when the Company receives final information, including appraisals and other analyses.

The Company acquired five businesses in fiscal 2006 for approximately $351.4 million, net of cash
acquired. These acquisitions resulted in approximately $362.5 million of goodwill. Intangible assets
acquired, which totaled approximately $74.7 million, consist primarily of software, and customer
contracts and lists that are being amortized over a weighted average life of 10 years. In addition, the
Company made $0.7 million of contingent payments relating to previously consummated acquisitions.
As of June 30, 2006, the Company had contingent consideration remaining for all transactions of
approximately $67.9 million, which is payable over the next 5 years, subject to the acquired entity’s
achievement of specified revenue, earnings and/or development targets.

The Company acquired five businesses in fiscal 2005 for approximately $393.4 million, net of cash
acquired. These acquisitions resulted in approximately $162.1 million of goodwill. [ntangible assets
acquired, which totaled approximately $30.0 million, consist primarily of software, and customer
contracts and lists that are being amortized over a weighted average life of 8 years. In addition, the
Company made $11.5 million of contingent payments (including $0.5 million in common stock) relating
to previously consummated acquisitions.
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The largest acquisition in fiscal 2005 was the acquisition, on November 1, 2004, of the U.S. Clearing
and BrokerDealer Services divisions of Bank of America Corporation (“U.S. Clearing and BrokerDealer
Business”), which provides third-party clearing operations. The Company formed the Securities
Clearing and Outsourcing Servicesisegment to report the results of the acquired business. The
acquisition of the U.S. Clearing and BrokerDealer Business enables the Company to provide execution,
clearing, and customer financing (such as margin lending); securities borrowing to facilitate customer
short sales to clearing clients; and oiutsourcing services for a variety of clearing and custody-related
functions. !

The Company acquired five businesses in fiscal 2004 for approximately $148.4 million, net of cash
acquired. These acquisitions resulted in approximately $105.6 million of goodwill. Intangible assets
acquired, which totaled approximately $40.2 million, consist primarily of software, and customer
contracts and lists that are being amortized over a weighted average life of 12 years. In addition, the
Company made contingent payments totaling $24.5 million (including $0.5 million in common stock)
relating to previously consummated acquisitions.

The acquisitions discussed above foir fiscal 2006, 2005 and 2004 were not material, either individually or
in the aggregate, to the Company’s operations, financial position or cash flows.

As further discussed in Note 4, the Company divested two businesses in fiscal 2006 and classified the
results of operations of these businesses as discontinued operations. The Company divested two and
four businesses in fiscal 2005 and 2004, respectively, for $17.2 million and $21.5 million, respectively,
and the divestitures of these businesses were not material, either individually or in the aggregate, to the

Company’s operations, financial position or cash flows in fiscal 2005 and 2004.
|

NOTE 4. DISCONTINUED OPERATIONS

On February 8, 2006, the Company entered into a definitive agreement to sell its Claims Services
business to Solera, Inc. for $975.0 million in cash. The Company completed the sale of its Claims
Services business on April 13, 2006, which resulted in a gain of $560.9 million, or $452.8 million after
tax, and net cash from the transaction of approximately $760 million. The Claims Services business was
a separate operating segment of the Company and was reported in the “Other” segment. In connection
with the disposal of this business, the Company has classified the results of operations of this business as
discontinued operations. |

On January 20, 2006, the Company completed the sale of its Brokerage Services’ financial print
business for $7.5 million in cash. The Company has classified the results of operations of this business
as discontinued operations. In connéction with the plan to dispose of the Brokerage Services’ financial
print business, the Company recorded an impairment charge of $18.6 million in order to reflect the
assets of this business at fair value in accordance with SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets.” This impairment charge is included in the earnings from discontinued
operations on the Statements of Consolidated Earnings.

i
|
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Operating results of these discontinued operations were as follows:

Years ended June 30, 2006 2005 2004
Revenues : $381.7 $5154  $475.5
Earnings from discontinued operations before income taxes 43.9 84.8 59.6
Provision for income taxes (15.1) (27.7) (21.7)
Net earnings from discontinued operations before gain on disposal of

discontinued operations 28.8 57.1 37.9
Gain on disposal of discontinued operations, net of provision for

income taxes of $108.1 at June 30, 2006 452.8 -- --
Net earnings from discontinued operations $4816 8§ 571 § 379

The following are the major classes of assets and liabilities related to the discontinued operations
as of June 30, 2006 and 2005.

June 30 2006 2005
Assets:
Cash $ - $121.8
Accounts receivable, net -- 85.5
Property, plant and equipment, net -- 46.8
Goodwill -- 222.7
Intangible assets, net - 159.0
Deferred tax assets -- 11.6
Other assets - 14.8
Total $§ -- $6622
Liabilities:
Accounts payable $ - $ 314
Accrued expenses 5.1 104.3
Income taxes payable -14.6 22.9
Deferred tax liabilities -- 52.3
Other liabilities - 9.2
Total $19.7 $220.1
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NOTE 5. CORPORATE INVESTMENTS AND FUNDS HELD FOR CLIENTS

Corporate investments and funds held for clients at June 30, 2006 and 2005 are as follows:

Type of issue: ‘
Money market securities and other cash equlivalents
Trading securities: ‘
U.S. Treasury and direct obligations of U.S. government
agencies :
Available-for-sale securities:
U.S. Treasury and direct obligations of U.S. government
agencies
Asset backed securities
Corporate bonds
Canadian government obligations and Canadian
government agency obligations
Other debt securities
Total available-for-sale securities
Total corporate investments and funds held for clients

Type of issue:
Money market securities and other cash equivalents
Trading securities:
U.S. Treasury and direct obligations of U.S. government
agencies
Available-for-sale securities:
U.S. Treasury and direct obligations of U.s. government
agencies ‘
Asset backed securities
Corporate bonds i
Canadian government obligations and Canadian
government agency obligations
Other debt securities
Other equity securities
Total available-for-sale securities
Total corporate investments and funds held for clients
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June 30, 2006

Gross Gross

Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
$ 6,433.3 -- -- $ 64333
40.3 -- -- 40.3
6,441.5 0.1 (165.0) 6,276.6
2,214.1 03 (40.8) 2,173.6
3,564.7 0.2 (75.9) 3,4R89.0
838.1 0.1 (11.5) 826.7
867.3 0.1 (20.5) 846.9
13,925.7 0.8 (313.7) 13,612.8
$ 20,399.3 $0.8 S (313.7) $ 20,086.4

June 30, 2005
Gross Gross

Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
S 6,688.6 -- -- $ 6,688.6
204.7 -- -- 204.7
6,573.3 48.2 (30.3) 6,591.2
1,815.2 8.6 (11.3) 1,812.5
2,684.8 8.7 (15.3) 2,678.2
894.3 20.5 (0.3) 914.5
999.5 8.5 (3.8) 1,004.2
1.5 -- (0.6) 0.9
12,968.6 94.5 (61.6) 13,001.5
$ 19,861.9 $ 94.5 $ (61.6) S 19,894.8




Classification of investments on the Consolidated Balance Sheets is as follows:

June 30, 2006 2005
Corporate investments:
Cash and cash equivalents $ 19006 § 853.6
Short-term marketable securities 3679 695.8
Long-term marketable securities 334.0 447.9
Total corporate investments ' . 2,602.5 1,997.3
Funds held for clients 17,483.9 17,897.5
Total corporate investments and funds held for clients $20,086.4 $19,894.8

The Company’s trading securities include $40.3 million and $27.9 million at June 30, 2006 and 2005,
respectively, that have been pledged as collateral to exchanges and clearinghouses. Additionally, at
June 30, 2005, $176.8 million of trading securities have been segregated for the exclusive benefit of our
Securities Clearing and Outsourcing Services’ customers to meet regulatory requirements.

At June 30, 2006, approximately 95% of our available-for-sale securities held a AAA or AA rating, as
rated by Moody’s, Standard & Poor’s and Dominion Bond Rating Service.

Available-for-sale securities that have been in an unrealized loss position for a period of less than and
greater than 12 months as of June 30, 2006 are as follows:

Unrealized Unrealized Total
losses Fair market losses Fair market gross Total fair
less than  value less than greater than  value greater  unrealized  market
12 months 12 months 12 months  than 12 months losses value
U.S. Treasury and direct obligations of
U.S. government agencies $(103.9) $4,044.7 $(61.1) $2,1954 $(165.0) §$ 6,240.1
Asset backed securities (34.6) 1,821.5 6.2) 274.6 (40.8) 2,096.1
Corporate bonds (54.7) 2,5553 (21.2) 810.5 (75.9) 3,365.8
Canadian government obligations and
Canadian government agency
obligations (11.4) 716.7 (0.1} 5.2 (11.5) 721.9
Other debt securities (18.3) 694.0 (2.2) 120.2 (20.5) 8142
Other equity securities -- -- -- -- -- --
$(222.9) $9,832.2 $(90.8) $3,405.9 $(313.7) $13,238.1

The Company believes its available-for-sale securities that have fair values below cost are not other-than-
temporarily impaired since it is probable that the principal and interest would be collected in accordance
with contractual terms, and that the decline in the market value was primarily due to changes in interest
rates and not changes to credit risk. The Company currently believes that it has the ability and intent

to hold these investments until the earlier of market price recovery and/or maturity. The Company’s
assessment that an investment is not other-than-temporarily impaired could change in the future due

to new developments or changes in the Company’s strategies or assumptions related to any particular
investment.
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Expected maturities of available-fo‘lr-sale securities at June 30, 2006 are as follows:

Maturity Dates: :
Due in one year or less ! $ 2,821.8
Due after one year up to two yeérs 2,656.2
Due after two years up to three years 2,563.7
Due after three years up to four years 2,878.6
Due after four years up to ten years 2,692.5
Total available-for-sale securities $13,612.8
|
|
NOTE 6. RECEIVABLES

Accounts receivable is net of an alléwance for doubtful accounts of $43.2 million and $43.6 million at
June 30, 2006 and 2005, respectively.

The Company’s receivables for the financing of the sale of computer systems, most of which are due from
automotive, heavy truck and powersports dealers, are reflected on the Consolidated Balance Sheets as
follows: !

June 30, ! 2006 2005
! Current  Long-term  Current Long-term
Receivables 1 $172.1 $239.6 $153.3 $210.9
Less:
Allowance for doubtful accounts: (4.8) (7.7) (5.0) (8.2)
Unearned income | (182)  (16.5) (16.9) (15.8)
‘ $149.1 $2154 $1314 $186.9

Long-term receivables at June 30, 2QO6 mature as follows:

2008 ‘ $121.5
2009 : 80.0
2010 | 28.6
2011 ‘ 9.2
2012 ﬂ 0.3

| $239.6
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NOTE 7. SECURITIES CLEARING AND OUTSOURCING SERVICES

Securities clearing receivables and payables consist of the following:

June 30, 2006 2005
Receivables:
Clearing customers $552.0  $473.3
Securities borrowed 100.7 122.3
Broker-dealers and other 63.3 148.1
Clearing organizations 27.7 87.0
Securities failed to deliver 93,1 134.5
Total $836.8 $965.2
Payables:
Clearing customers $449.7 $454.2
Securities loaned 5.8 117.3
Broker-dealers and other 90.8 114.5
Securities failed to receive 67.3 59.2
Total $613.6 §745.2

Securities failed to deliver and failed to receive represent the contract value of securities that have not
been delivered or received as of the settlement date. Securities failed to receive transactions are recorded
at the amount for which the securities were purchased, and are paid upon receipt of the securities from
other brokers or dealers. In the case of aged securities failed to receive, the Company may purchase the
underlying security in the market and seek reimbursement for losses from the counterparty.

As of June 30, 2006, the Company had received collateral, primarily in connection with securities
borrowed and customer margin loans, with a market value of approximately $5,178.9 million, which it
can sell or repledge. Of this amount, approximately $283.7 million had been pledged or sold as of June
30, 2006 in connection with securities loaned and deposits with clearing organizations.

The Securities Clearing and Outsourcing Services segment is comprised of one subsidiary, which is
subject to the Uniform Net Capital Rule of the Securities and Exchange Commission. At June 30, 2006,
the aggregate net capital of such subsidiary was $224.0 million, exceeding the net capital requirement
by $209.4 million. This subsidiary has secured unlimited Securities Investor Protection Corporation
(“SIPC”) insurance coverage for its customers. Under the terms of the unlimited excess SIPC insurance
coverage, this subsidiary is required to maintain net capital of $200.0 million.
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NOTE 8. PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment at cost and accumulated depreciation at June 30, 2006 and 2005 are as
follows: ‘

June 30, ‘ 2006 2005
Property, plant and equipment:
Land and buildings ! $646.5 $506.7
Data processing equipment : 695.0 635.4
Furniture, leaseholds and other 607.2 560.9
| 1,948.7 1,703.0
Less: accumulated depreciation ‘ (1,166.3) (1,065.1)
Property, plant and equipment, net $782.4 $637.9

NOTE 9. GOODWILL AND INT;ANGIBLE ASSETS, NET

Changes in goodwill for the fiscal yfear ended June 30, 2006 and 2005 are as follows:

\ Securities

w Clearing and

: Employer Brokerage Outsourcing Dealer

Services Services Services Services ~ Other Total
Balance as of June 30, 2004 :‘ $1,305.5 $365.6 $ - $324.1 $9.1 $2,004.3
Additions ‘ 5.0 1.8 129.1 316 -- 167.5
Sale of businesses } - - -- (1.4) -- 1.4
Currency translation adjustments ! 14.2 0.7 -- 0.3 0.2 15.4
Balance as of June 30, 2005 $1,324.7 $368.1 $129.1 $354.6 $9.3 $2,185.8
Additions 2.0 0.9 (18.7) 360.6 - 3448
Adjustments to previously recognized
purchase price (93.8) (0.6) -- (5.3) - 99.7)

Currency translation adjustments ‘ 133 1.6 -- 20.1 0.3 353
Balance as of June 30, 2006 ; $1,246.2 $370.0 $110.4 $730.0 $9.6  $2,466.2

The Company completed a review of income tax amounts which were recorded as part of certain
international acquisitions completed in prior years. As a result of this review, the Company recorded an
adjustment to reduce previously recognized goodwill of $99.7 million and previously recognized income
tax amounts of the same amount, which were recorded within income taxes payable and deferred tax
liabilities on the Consolidated Balance Sheets. The effect of these adjustments corrects the goodwill and
related income taxes payable and deferred income tax liability balances as they relate to these respective
acquisitions. The Company has not restated the prior period financial statements since the amounts are
not material to the statements of financial position and this adjustment had no impact to the results of
operations or cash flows in any prior year period.

During fiscal 2006, 2005 and 2004, the Company performed the required impairment tests of goodwill
and determined that there was no impairment.
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Components of intangible assets are as follows:

June 30, 2006 2005
Intangibles:
Software and software licenses $833.6 $752.5
Customer contracts and lists 624.2 539.6
Other intangibles 3323 3154
1,790.1 1,607.5
Less: accumulated amortization (1,172.1)  (1,031.8)
Intangible assets, net $618.0 $575.7

Other intangibles consist primarily of purchased rights, covenants, patents and trademarks (acquired
directly or through acquisitions). All of the intangible assets have finite lives and, as such, are subject
to amortization. The weighted average remaining useful life of the intangible assets is 8 years (3
years for software and software licenses, 11 years for customer contracts and lists, and 9 years for
other intangibles). Amortization of intangibles recorded within depreciation and amortization on the
Statements of Consolidated Earnings totaled $127.6 million, $131.6 million and $131.5 million for
fiscal 2006, 2005 and 2004, respectively. Estimated amortization expenses of the Company’s existing
intangible assets for the next five fiscal years are as follows:

2007 $148.8
2008 $119.7
2009 $ 71.8
2010 $ 51.0
2011 $ 384

NOTE 10. SHORT-TERM FINANCING

In June 2006, the Company entered into a $1.75 billion, 364-day credit agreement and a $2.25 billion,
five-year credit agreement with a group of lenders. The five-year facility contains an accordion feature
under which the aggregate commitment can be increased by $500.0 million to $2.75 billion, subject to
the availability of additional commitments. These facilities replaced the Company’s prior $1.25 billion,
364-day facility, and $2.25 billion, five-year facility, both of which were terminated on June 28, 2006.
The $1.75 billion and $2.25 billion agreements mature in June 2007 and June 2011, respectively. The
Company also has a $1.5 billion credit facility that matures in June 2010. The interest rate applicable to
the borrowings is tied to LIBOR or prime rate depending on the notification provided by the Company
to the syndicated financial institutions prior to borrowing. The Company is also required to pay facility
fees on the credit agreements. The primary uses of the credit facilities are to provide liquidity to the
commercial paper program and to provide funding for general corporate purposes, if necessary. The
Company had no borrowings through June 30, 2006 under the current or prior credit agreements.

The Company maintains a U.S. short-term commercial paper program providing for the issuance of
up to $5.0 billion in aggregate maturity value of commercial paper at the Company’s discretion. The
Company’s commercial paper program is rated A-1+ by Standard and Poor’s and Prime 1 by Moody’s.
These ratings denote the highest quality commercial paper securities. Maturities of commercial paper
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can range from overnight to up to 270 days. At June 30, 2006 and 2005, there was no commercial paper
outstanding. During fiscal 2006 and 2005, the Company’s average borrowings were $1.4 billion and $1.0
billion, respectively, at a weighted average interest rate of 4.1% and 2.1%, respectively. The weighted
average maturity of the Company’s commercial paper during fiscal 2006 and 2005 was less than two
days for both fiscal years. \

The Company’s U.S. and Canadian short-term funding requirements related to client funds obligations
are sometimes obtained on a secured basis through the use of repurchase agreements, which are
collateralized principally by government and government agency securities. These agreements generally
have terms ranging from overnight to up to five business days. At June 30, 2006 and 2005, there were
no outstanding obligations under repurchase agreements. During fiscal 2006 and 2005, the Company
had average outstanding balances under repurchase agreements of $165.7 million and $300.2 million,
respectively, at an average interest r?te of 3.5% and 1.9%, respectively.

NOTE 11. DEBT
Components of long-term debt are a!s follows:

June 30, 2006 2005

Zero coupon convertible subordinated notes (5.25% yield)  $30.5 $31.7
Industrial revenue bonds (with variable interest rates from

1.83% to 4.34%) 36.6 36.5
Other 3 7.4 7.7
‘ 74.5 75.9

Less: current portion | (0.2) (0.2)
‘1 $743  $75.7

The zero coupon convertible subordinated notes have a face value of approximately $41.2 million at
June 30, 2006 and mature February 20, 2012, unless converted or redeemed earlier. At June 30, 2006,
the notes were convertible into approximately 1.1 million shares of the Company’s common stock. The
notes are callable at the option of the Company, and the holders of the notes can convert into common
stock at any time or require redemption in fiscal 2007. During fiscal 2006 and 2005, approximately $3.8
million and $2.9 million face value of notes were converted, respectively. As of June 30, 2006 and 2005,
the quoted market prices for the zero coupon notes were approximately $48.3 million and $48.9 million,
respectively. The fair value of the industrial revenue bonds and other debt, included above, approximates
carrying value. |

Long-term debt repayments at June ?;O, 2006 are due as follows:

2008 $ 03

2009 16.4
2010 -
2011 -
2012 29.6
Thereafter 280

$74.3

|
Cash payments relating to interest we}e approximately $67.4 million, $25.7 million and $13.9 million in
fiscal 2006, 2005 and 2004, respectively.
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NOTE 12. FOREIGN CURRENCY RISK MANAGEMENT PROGRAMS

During fiscal 2006, the Company had an outstanding foreign exchange forward contract to hedge

against foreign exchange fluctuations on a Canadian dollar-denominated short-term intercompany

loan. This forward contract did not qualify for foreign currency fair value hedge accounting treatment

in accordance with SFAS No. 133 and, therefore, was recorded at fair value with any gains or losses
recognized in current period earnings. In fiscal 2006, the Company recorded foreign exchange net losses
of $4.0 million on the re-measurement of this foreign exchange forward contract, which offset the foreign
exchange net gains of $4.4 million recorded on the re-measurement of the Company’s Canadian dollar-
denominated short-term intercompany loan. Both the Company’s foreign exchange forward contract and
Canadian dollar-denominated short-term intercompany loan matured in April 2006. The cash flows from
the Company’s derivative contract are reflected as operating activities in the Consolidated Statements of
Cash Flows. The Company does not hold any derivative instruments for trading purposes.

NOTE 13. FUNDS HELD FOR CLIENTS AND CLIENT FUNDS OBLIGATIONS

As part of its integrated payroll and payroll tax filing services, the Company impounds funds for

federal, state and local employment taxes from approximately 421,000 clients; handles regulatory

payroll tax filings, correspondence, amendments, and penalty and interest disputes; remits the funds

to the appropriate tax agencies; and handles other employer-related services. In addition to fees paid

by clients for these services, the Company receives interest during the interval between the receipt and
disbursement of these funds by investing the funds primarily in fixed-income instruments. The amount
of collected but not yet remitted funds for the Company’s payroll and payroll tax filing and other services
varies significantly during the fiscal year, and averaged approximately $13,566.1 million, $12,263.9
million and $11,086.8 million in fiscal 2006, 2005 and 2004, respectively.

NOTE 14. EMPLOYEE BENEFIT PLANS

A. Stock Plans. As discussed in Note 1, effective July 1, 2005, the Company adopted SFAS No. 123R
utilizing the modified prospective method. Accordingly, prior period amounts have not been restated.
SFAS No. 123R requires the measurement of stock-based compensation expense based on the fair value
of the award on the date of grant. Under the modified prospective method, the provisions of SFAS No.
123R apply to all awards granted or modified after the date of adoption. In addition, the unrecognized
expense of awards not yet vested at the date of adoption, determined under the original provisions of
SFAS No. 123, “Accounting for Stock-Based Compensation” (“SFAS No. 123”), will be recognized in net
earnings in the periods after the date of adoption. Stock-based compensation primarily consists of the
following:

. Stock Options. Stock options are granted to employees at exercise prices equal to the
fair market value of the Company’s common stock at the dates of grant. Stock options
are issued under a grade vesting schedule and, generally vest ratably over five years and
have a term of 10 years. Compensation expense for stock options is recognized over the
requisite service period for each separately vesting portion of the stock option award. In
fiscal 2005, the Company reduced the amount of stock options issued by approximately
one-third. In fiscal 2007, the Company will be reducing the number of stock options
issued to employees and replacing these awards with the issuance of performance-based
restricted stock.
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) Employee Stock Purchase Plan. Prior to November 2005, the Company offered an
employee stock purchase plan that allowed eligible employees to purchase shares of
common stock at 85% of the lower of market value as of the date the purchase price for
an offering was determined or as of the end of such offering. In November 2005, the
Company revised the employee stock purchase plan offering beginning on January 1,
2006, whereby eligible employees can purchase shares of common stock at 85% of the
market value at the date the purchase price for the offering is determined. Compensation
expense for the employee stock purchase plan is recognized over the vesting period of 24
months on a straight“-line basis.

. Restricted Stock. The Company has a restricted stock program under which shares of
common stock have'been sold at par value to certain key employees. These shares are
restricted as to transfer and in certain circumstances must be resold to the Company at
the original purchase price. The Company records stock compensation expense relating
to the issuance of restricted stock over the period during which the transfer restrictions
exist, which is up to/five years from the date of grant. The value of the Company’s
restricted stock, based on market prices, is recognized as compensation expense over the
restriction period on a straight-line basis.

The Company currently utilizes treasury stock to satisfy stock option exercises, issuances under its
employee stock purchase plan and restricted stock awards. Stock-based compensation expense of $168.4
million, $14.0 million and $12.3 million was recognized in earnings from continuing operations in fiscal
2006, 2005 and 2004, respectively, as well as related tax benefits of $49.3 million, $5.5 million, and $4.6
million, respectively: '

Years ended June 30, ! 2006 2005 2004
Operating expenses ‘ $ 309 $ -- § --
Selling, general and administrative éxpenses 105.6 14.0 12.3
System development and programming costs 31.9 -- --
Total stock-based compensation expénse included in earnings from

continuing operations before income taxes $1684  $140  $123
Total stock-based compensation expénse included in earnings from

discontinued operations before income taxes 6.5 0.6 0.3
Total stock-based compensation expense $174.9 $14.6 $12.6

The total stock-based compensation expense included in earnings from continuing operations before
income taxes includes expenses related to restricted stock awards of $19.7 million, $14.0 million and
$12.3 million within selling, general and administrative expenses in fiscal 2006, 2005 and 2004,
respectively. As of June 30, 2006, the total remaining unrecognized compensation cost related to non-
vested stock options, the employee stock purchase plan and restricted stock awards amounted to $144.5
million, $15.8 million and $26.8 million respectively, which will be amortized over the weighted-average
remaining requisite service period of 1.3 years, 0.8 years and 1.2 years, respectively.
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A summary of changes in the stock option plans for the three fiscal years ended June 30, 2006 is as
follows:

Number of Options Weighted Average Price
(in thousands) _ (in dollars)

Years ended June 30, 2006 2005 2004 2006 2005 2004
Options outstanding,

beginning of year 70,395 70,159 60,958 $42 $42 $41
Options granted 9,189 8,698 18,080 $44 $43 $41
Options exercised (7,677)  (4,012) (4,557) $33 $28 $24
Options canceled (5,170)  (4.450) (4,322) $46 $45 $46
Options outstanding, end of year 66,737 70,395 70,159 $43 $42 $42
Options exercisable, end of year 38,044 36,992 32,140 $43 $42 $40
Shares available for future grants,

end of year 14,164 18,183 22,431
Shares reserved for issuance under

stock option plans 80,901 88,578 92,590

The aggregate intrinsic value of stock options outstanding and exercisable as of June 30, 2006 was $243.9
million and $160.8 million, respectively, and the aggregate intrinsic value for stock options exercised
during fiscal 2006 was $97.7 million. Prior to the adoption of SFAS No. 123R, the Company presented
all tax benefits resulting from the exercise of stock options as operating cash flows (reflected in income
taxes payable). SFAS No. 123R requires the cash flows resulting from excess tax benefits (tax deductions
realized in excess of the compensation costs recognized for the stock options exercised) from the date of
adoption of SFAS No. 123R to be classified as financing cash flows. Therefore, excess tax benefits for
fiscal 2006 have been classified as financing cash flows.

Summarized information about stock options outstanding as of June 30, 2006 is as follows:

Outstanding Exercisable

Weighted Weighted

Exercise Number Remaining Average Number Average
Price of Options Life Price of Options Price

Range (in thousands) (in years) (in dollars) (in thousands) (in dollars)
Under $15 10 2.5 v $9 10 $9
$15t0 825 1,038 0.7 $23 1,037 $23
$25 to $35 7,942 4.7 $32 5,977 §$31
$35 to 845 38,238 7.0 $42 15,751 $41
$45 to $55 15,195 5.8 $49 11,133 $50
Over $55 4,314 4.2 $60 4,136 $60

During fiscal 2006, the Company issued 2.6 million shares in connection with the employee stock
purchase plan offering that vested on December 31, 2005. The Company expects to issue approximately
2.4 million and 2.5 million shares for the employee stock purchase plan offerings that vest on December
31, 2006 and 2007, respectively. The Company issued 478 thousand shares of restricted stock during
fiscal 2006.
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The following table illustrates the effect on net earnings from continuing operations and earnings per
share from continuing operations if the Company had applied the fair value recognition provisions of
SFAS No. 123 to stock-based employee compensation for periods prior to adoption of SFAS No. 123R.

Years ended June 30, ‘ 2005 2004

Net earnings from continuing operations, as reported $ 998.3 $ 897.7
Add: Stock-based employee compensation expense

included in reported net earnings from continuing

operations, net of related tax effects 8.5 7.7
Deduct: Total stock-based employeé compensation

expense determined using the fair value-based

method for all awards, net of related tax effects (133.0) (115.0)
Pro forma net earnings from continuing operations $ 873.8 $ 790.4

Earnings per share from continuing operations:

Basic — as reported : $§ 171 $ 1.52
Basic — pro forma ! $ 1.50 $ 1.34
Diluted — as reported ‘ $ 1.69 $ 1.50
Diluted — pro forma | $ 148 $ 1.32

The fair value of each stock option issued prior to January 1, 2005 was estimated on the date of grant
using a Black-Scholes option-pricing model. For stock options issued on or after January 1, 2005, the
fair value of each stock option was estimated on the date of grant using a binomial option-pricing model.
The binomial option-pricing model considers a range of assumptions related to volatility, dividend yield,
risk-free interest rate and employee exercise behavior. Expected volatilities utilized in the binomial
option-pricing model are based on a combination of implied market volatilities, historical volatility of the
Company’s stock price and other factors. Similarly, the dividend yield is based on historical experience
and expected future changes. The risk-free rate is derived from the U.S. Treasury yield curve in effect
at the time of grant. The binomial dption-pricing model also incorporates exercise and forfeiture
assumptions based on an analysis of historical data. The expected life of the stock option grants is
derived from the output of the binomial option-pricing model and represents the period of time that
options granted are expected to be outstanding.

The fair value for these instruments was estimated at the date of grant with the following assumptions:

Years ended June 30, 2006 2005 2004
Risk-free interest rate 4.0% - 4.6% 2.1% - 4.2% 3.9%-4.5%
Dividend yield | 1.4%-1.7% 1.2% - 1.4% 1.0% - 1.1%
Volatility factor ‘ 17.1%-24.7%  26.2%-29.2%  29.0%-29.3%
Expected life (in years):

Stock options | 55-5.6 55-6.5 6.5

Stock purchase plans | 2.0 2.0 2.0
Weighted average fair value (in dollars):

Stock options : $ 10.89 $ 11.38 $ 13.96

Stock purchase plans | $ 9.76 $ 12.66 $ 11.95
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B. Pension Plans. The Company has a defined benefit cash balance pension plan covering substantially
all U.S. employees, under which employees are credited with a percentage of base pay plus interest.

The plan interest credit rate will vary from year-to-year based on the ten-year U.S. Treasury rate.
Employees are fully vested on completion of five years of service. The Company’s policy is to make
contributions within the range determined by generally accepted actuarial principles. In addition, the
Company has various retirement plans for its non-U.S. employees and maintains a Supplemental Officer
Retirement Plan (“SORP”). The SORP is a defined benefit plan pursuant to which the Company will pay
supplemental pension benefits to certain key officers upon retirement based upon the officers’ years of
service and compensation.

A June 30 measurement date was used in determining the Company’s benefit obligations and fair value
of plan assets.

The Company’s pension plans funded status as of June 30, 2006 and 2005 is as follows:

June 30, 2006 2005
Change in plan assets:
Fair value of plan assets at beginning of year $790.1 $678.0
Acquisitions - 222
Actual return on plan assets 69.0 56.2
Employer contributions 4.1 48.1
Benefits paid (18.6) (14.4)
Divestitures (22.8) --
Fair value of plan assets at end of year $821.8 $790.1
Change in benefit obligation:
Benefit obligation at beginning of year $787.1 $636.7
Acquisitions -- 26.4
Service cost 31.6 30.6
Interest cost 39.6 39.0
Actuarial and other (gains) losses (48.1) 68.8
Benefits paid (18.6) (14.4)
Divestitures (28.9) -
Projected benefit obligation at end of year $762.7 $787.1
Funded status - plan assets less benefit obligations $59.1 $3.0
Unrecognized net actuarial loss due to different
experience than assumed 2135 296.2
Prepaid pension cost $272.6 $299.2

The accumulated benefit obligation for all defined benefit pension plans was $756.8 million and $778.9
million at June 30, 2006 and 2005, respectively.

The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for the
Company’s pension plans with accumulated benefit obligations in excess of plan assets were $84.4
million, $81.4 million and $34.1 million, respectively, as of June 30, 2006, and $109.9 million, $104.6
million and $49.7 million, respectively, as of June 30, 2005.
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The components of net pension expense included in continuing operations were as follows:
|

Years ended June 30, ; 2006 2005 2004
Service cost - benefits earned

during the period ! § 316 $ 29.6 $23.0
Interest cost on projected benefits 39.6 37.7 337
Expected return on plan assets \ (56.0) (53.1D) (50.5)
Net amortization and deferral ! 19.3 11.1 10.2

$ 345 $ 253 $ 164

Assumptions used to determine the ?ctuarial present value of benefit obligations generally were:

Years ended June 30, \ 2006 2005
Discount rate 6.25% 5.25%
Increase in compensation levels 6.00% 6.00%

Assumptions used to determine the net pension expense generally were:

Years ended June 30, 1 2006 2005

Discount rate “ 5.25% 6.00%
Expected long-term rate of return on assets 7.25% 7.25%
Increase in compensation levels ‘ 6.00% 6.00%

The discount rate is based upon published rates for high-quality fixed-income investments that produce
cash flows that approximate the timing and amount of expected future benefit payments.

The long-term expected rate of return on assets assumption is 7.25%. This percentage has been

determined based on historical and expected future rates of return on plan assets considering the target
asset mix and the long-term investment strategy.

Plan Assets

The Company’s pension plans’ weightéd average asset allocations at June 30, 2006 and 2005 by asset
category were as follows:

2006 2005

United States Fixed Income Securities 32% 35%
United States Equity Securities 48% 48%
International Equity Securities 20% 17%
Total | 100% 100%
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The Company’s pension plans’ asset investment strategy is designed to ensure prudent management
of assets, consistent with long-term return objectives and the prompt fulfiliment of all pension plan
obligations. The investment strategy and asset mix were developed in coordination with an asset liability
study conducted by external consultants to maximize the funded ratio with the least amount of volatility.

The pension plans’ assets are currently invested in various asset classes with differing expected rates of
return, correlations and volatilities, including large capitalization and small capitalization U.S. equities,
international equities, and U.S. fixed income securities and cash.

The target asset allocation ranges are as follows:

United States Fixed Income Securities 30-40%
United States Equity Securities 45 -55%
International Equity Securities 12 -20%
Total Equities 60 —70%

The pension plans’ fixed income portfolio is designed to match the duration and liquidity characteristics
of the pension plans’ liabilities. In addition, the pension plans invest only in investment-grade debt
securities to ensure preservation of capital. The pension plans’ equity portfolios are subject to
diversification guidelines to reduce the impact of losses in single investments. Investment managers are
prohibited from buying or selling commodities and from the short selling of securities.

None of the pension plans’ assets are directly invested in the Company’s stock, although the pension
plans may hold a minimal amount of Company stock to the extent of the Company’s participation in the
S&P 500 Index.

Contributions

The expected amount of contribution to the Company’s pension plans is approximately $20 million in
fiscal 2007.

Estimated Future Benefit Payments

The benefits expected to be paid in each year from fiscal 2007 to 2011 are $29.6 million, $37.1 million,
$41.3 million, $45.8 million and $52.0 million, respectively. The aggregate benefits expected to be paid
in the five fiscal years from 2012 to 2016 are $365.1 million. The expected benefits to be paid are based
on the same assumptions used to measure the Company’s pension plans’ benefit obligation at June 30,
2006 and includes estimated future employee service.

C. Retirement and Savings Plan. The Company has a 401(k) retirement and savings plan, which
allows eligible employees to contribute up to 35% of their compensation annually and allows highly
compensated employees to contribute up to 10% of their compensation annually. The Company matches
a portion of employee contributions, which amounted to approximately $44.5 million, $40.2 million and
$34.6 million for calendar years ending December 31, 2005, 2004 and 2003, respectively.
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NOTE 15. INCOME TAXES

Earnings from continuing operations before income taxes shown below are based on the geographic
location to which such earnings are attributable.

Years ended June 30, 1 2006 2005 2004
Earnings from continuing operations before income taxes:
United States ‘ $1,5474 $1,419.6 $1,289.5
Foreign ‘ 195.6 173.5 145.4

$1.743.0 $1.593.1 $14349

The provision for income taxes consists of the following components:

Years ended June 30, 2006 2005 2004
Current: ‘

Federal j $501.9 $463.7 $347.9

Foreign ! 86.8 62.8 62.2

State 48.0 46.4 20.9
Total current ‘ 636.7 572.9 431.0
Deferred: :

Federal ‘ 40.0 153 96.6

Foreign i (8.8) 49 (12.2)

State } 2.7 1.7 21.8
Total deferred : 33.9 21.9 106.2
Total provision for income taxes $670.6 $594.8 $537.2
A reconciliation between the Compény’s effective tax rate and the U.S. federal statutory rate is as
follows: ‘

Years ended June 30, j 2006 % 2005 % 2004 %
Provision for taxes at U.S. :
statutory rate $610.0 350  §557.6 350  $502.2 35.0
Increase in provision from: ‘\
State taxes, net of federal tax - 329 1.9 31.2 2.0 27.8 1.9
Non-deductible stock-based ‘
compensation expense 143 0.8 -- -- -- --
Tax on repatriated earnings : 10.0 0.6 - - - -
Other ‘ 3.4 0.2 6.0 0.3 7.2 0.5

$670.6 385 $594.8 37.3 $537.2 374
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The significant components of deferred income tax assets and liabilities and their balance sheet
classifications are as follows:

June 30, 2006 2005

Deferred tax assets:
Accrued expenses not currently deductible £197.5 $209.8

Unrealized investment losses, net 112.6 --
Net operating losses 351 323
Other 16.9 12.7
362.1 254.8

Less: valuation allowances (37.3) (30.8)
Deferred tax assets — net $324.8 $224.0

Deferred tax liabilities:

Unrealized investment gains, net $ -- $ 122
Accrued retirement benefits 52.0 114.3
Depreciation and amortization 316.5 247.5
Other 2.3 452
Deferred tax liabilities $370.8 $419.2
Net deferred tax liabilities $ 46.0 $195.2

There are $83.8 million and $61.2 million of current deferred tax assets included in other current assets
on the Consolidated Balance Sheets at June 30, 2006 and 2005, respectively. There are $1.1 million of
long-term deferred tax assets included in other assets on the Consolidated Balance Sheets at both June
30, 2006 and 2005. There are $7.2 million and $18.8 million of current deferred tax liabilities included in
accrued expenses and other current liabilities on the Consolidated Balance Sheets at June 30, 2006 and
2005, respectively.

Income taxes have not been provided on undistributed earnings of foreign subsidiaries as the Company
considers such earnings to be permanently reinvested as of June 30, 2006 and 2005.

The Company has domestic and foreign net operating loss carry forwards of approximately $19.8 million
and $85.6 million, respectively, at June 30, 2006.

The Company has recorded valuation allowances of $37.3 million and $30.8 million at June 30, 2006 and
2003, respectively, to reflect the estimated amount of domestic and foreign deferred tax assets that may
not be realized. A portion of the valuation allowances in the amounts of approximately $1.8 million and
$1.9 million at June 30, 2006 and 2003, respectively, relate to net deferred tax assets which were recorded
in purchase accounting. Any recognition of such amounts in future years will be a reduction to goodwill.

Income tax payments were approximately $675.6 million, $476.8 million and $527.4 million for fiscal
2006, 2005 and 2004, respectively.
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On October 22, 2004, the American Jobs Creation Act (the “AJCA”) was signed into law. The AJCA
created a temporary incentive for the Company to repatriate earnings accumulated outside the U.S. by
allowing the Company to reduce its taxable income by 85 percent of certain eligible dividends received
from non-U.S. subsidiaries by the end of the Company’s fiscal year ending June 30, 2006. In connection
with the sale of the Claims Services Busmess on April 13, 2006 and receipt of the related proceeds,

the Company elected to apply the prov151ons of the AJCA to qualifying earnings repatriations in fiscal
2006. As approved by our Board of Directors in June 2006, approximately $250 million was repatriated
under the AJCA. Income tax expense of approximately $10 million associated with this repatriation was
recorded in the fourth quarter. |

The Company is routinely examined by the Internal Revenue Service (the “IRS”) and tax authorities in
countries in which it conducts business, as well as states in which it has significant business operations.
The tax years under examination vaiy by jurisdiction. The Company expects an IRS examination for
fiscal 1998 through fiscal 2002 to be substantially completed in fiscal 2007. In addition, the IRS is
conducting an examination of fiscal 2003 through fiscal 2006. The Company regularly considers the
likelihood of assessments in each of the jurisdictions resulting from examinations. The Company has
established tax reserves which it believes are adequate in relation to the potential assessments. Once
established, reserves are adjusted when there is more information available, when an event occurs
necessitating a change to the reserves or the statute of limitations for the relevant taxing authority to
examine the tax position has explred The resolution of tax matters should not have a material effect
on the consolidated financial condition of the Company, although a resolution could have a material
impact on the Company’s Statements of Consolidated Earnings for a particular future period and on the
Company’s effective tax rate. ‘

NOTE 16. CONTRACTUAL COMMITMEN TS, CONTINGENCIES AND OFF-BALANCE
SHEET ARRANGEMENTS

The Company has obligations under lvarious facilities and equipment leases and software license
agreements. Total expense under these agreements was approximately $327.0 million, $305.4 million and
$310.3 million in fiscal 2006, 2005 and 2004, respectively, with minimum commitments at June 30, 2006
as follows: |

Years ending June 30, i

2007 : $309.3
2008 ‘ 2294
2009 ; 160.8
2010 ‘ 117.5
2011 i 45.4
Thereafter i 81.0

$943.4

In addition to fixed rentals, certain leases require payment of maintenance and real estate taxes and
contain escalation provisions based on future adjustments in price indices.

As of June 30, 2006, the Company has purchase commitments of approximately $244.6 million relating
to software and equipment purchaseé and maintenance contracts, of which $99.0 million relates to fiscal
2007, $46.9 million relates to fiscal 2008 and the remaining $98.7 million relates to fiscal 2009 through
fiscal 2011.
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From time to time the Company will extend a temporary subordinated loan (“TSL”) to its correspondent
broker-dealers in the Securities Clearing and Outsourcing Services segment. In addition, the Company
will provide committed revolving lines of credit. As of both June 30, 2006 and 20035, there were no TSL’s
outstanding and unfunded committed revolving lines of credit totaled $5 million.

The Company is subject to various claims and litigation in the normal course of business. The Company
does not believe that the resolution of these matters will have a material impact on the consolidated
financial statements.

It is not the Company’s business practice to enter into off-balance sheet arrangements. However, the
Company is exposed to market risk from changes in foreign currency exchange rates that could impact
its financial position, results of operations and cash flows. The Company manages its exposure to these
market risks through its regular operating and financing activities and, when deemed appropriate,
through the use of derivative financial instruments. The Company uses derivative financial instruments
as risk management tools and not for trading purposes. In the normal course of business, the Company
also enters into contracts in which it makes representations and warranties that relate to the performance
of the Company’s products and services. In addition, the securities transactions of the Securities
Clearing and Outsourcing Services segment involve collateral arrangements required by various
regulatory and internal guidelines, which are monitored daily. The Company does not expect any
material losses related to such representations and warranties or collateral arrangements.

The Company is a member of numerous exchanges and clearinghouses. Under the membership
agreements, members are generally required to guarantee the performance of other members.
Additionally, if a member becomes unable to satisfy its obligations to the clearinghouse, other members
would be required to meet these shortfalls. To mitigate these performance risks, the exchanges and
clearinghouses often require members to post collateral. The Company’s maximum potential liability
under these arrangements cannot be quantified. However, the Company believes that it is unlikely that
the Company will be required to make payments under these arrangements. Accordingly, no contingent
liability is recorded in the consolidated financial statements for these arrangements.

NOTE 17. ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

Comprehensive income is a measure of income that includes both net earnings and other comprehensive
income (loss). Other comprehensive income (loss) results from items deferred on the consolidated
balance sheet in stockholders’ equity. Other comprehensive income (loss) was $(140.4) million, $33.6
million and $(178.3) million in fiscal 2006, 2005 and 2004, respectively. The accumulated balances for
each component of other comprehensive income (loss) are as follows:

June 30, 2006 2005 2004
Currency translation adjustments $ 803 $ 0.1 $(52.4)
Unrealized (loss) gain on available-for-sale
securities, net of tax (200.3) 20.7 37.5
Minimum pension liability adjustment, net of tax (6.3) (6.7 (4.6)
Accumulated other comprehensive income (loss) $(126.3) $14.1 $(19.5)
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NOTE 18. FINANCIAL DATA BY SEGMENT

The Company manages its business operations through strategic business units and provides
technology-based outsourcing solutions to employers, the brokerage and financial services community,
vehicle retailers and manufacturers. Based upon similar economic characteristics and operational
characteristics, the Company’s strategic business units are aggregated into the following four reportable
segments: Employer Services, Brokerage Services, Securities Clearing and Qutsourcing Services

and Dealer Services. The primary components of “Other” are miscellaneous processing services, and
corporate allocations and expenses, ihcluding stock-based compensation expense. Certain revenues
and expenses are charged to the reportable segments at a standard rate for management reasons. Other
costs are recorded based on management responsibility. The fiscal 2005 and 2004 reportable segments’
revenues and earnings from continuing operations before income taxes have been adjusted to reflect
updated fiscal 2006 budgeted foreign exchange rates. In addition, an adjustment has been made for the
difference between actual interest income earned on invested funds held for clients and interest credited
to Employer Services at a standard rate of 4.5%. The reportable segments’ results also include an
internal cost of capital charge related to the funding of acquisitions and other investments. All of these
adjustments/charges are eliminated in consolidation and as such represent reconciling items to earnings
from continuing operations before income taxes. Reportable segments’ assets include funds held for
clients, but exclude corporate cash, corporate marketable securities and goodwill.

Securities Reconciling Items
Clearing and Client  Cost of
Employer Brokerage Outsourcing Dealer Foreign Fund Capital
Services  Services Services Services Other  Exchange Interest Charge Total
Year ended June 30, 2006
Revenues $ 57634 §$1,852.8 § 806 $ 1,1324 8§ 731 $360 § (568 $ -- § 838815
Earnings from continuing
operations before income j
taxes 1,308.4 339.5 (30.3) 161.1 (135.1) 12.2 (56.8) 144.0 1,743.0
Assets 19,130.7 655.8 976.8 6274 6,0994 -- - -- 27,490.1
Capital expenditures ‘
for continuing operations 88.1 327 1.6 45.1 121.7 -- -- -~ 289.2
Depreciation and amortization 253.6 66.6 15.2 73.2 24.0 -- -- (144.0) 288.6
Year ended June 30, 2005 )
Revenues $ 52613 $1,6789 § 615 $§ 9906 $ 845 §333 $(1264) $ -~ $ 79837
Earnings from continuing
operations before income
taxes 1,149.3 301.1 (23.6) 149.8 2.6 5.8 (126.4) 134.5 1,593.1
Assets 19,483.3 668.2 1,248.3 486.3 5,729.3 - - -- 27,615.4
Capital expenditures
for continuing operations 104.8 32.9 -- 34.7 217 -- -- -- 194.1
Depreciation and amortization 251.0 74.2 9.5 57.9 15.8 -- -- (134.5) 273.9
Year ended June 30, 2004 :
Revenues $ 48715 $1,586.5 % - $ 9003 $ 1095 $(47.9) §(1405) $ - § 72794
Earnings from continuing ‘
* operations before income
taxes 998.0 250.8 -- 145.3 62.9 (7.1)  (140.5) 125.5 1,434.9
Assets 14,406.8 610.7 - 4340 5,669.1 - - - 21,120.6
Capital expenditures !
for continuing operations 95.7 36.3 - 339 22.1 -- - -- 188.0
Depreciation and amortization 246.2 82.7 -- 50.5 23.2 -- -- (125.5) 277.1
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Revenues and assets by geographic area are as follows:

United

States Europe Canada  Other Total
Year ended June 30, 2006
Revenues $ 74377 $ 8446 $ 4771 $122.1 § 8,881.5
Assets $23,367.2 $1,791.9 $2,1447 $186.3 $27,490.1
Year ended June 30, 2005
Revenues $ 67480 $ 7645 $ 3893 $ 819 $ 7,983.7
Assets $23,936.4 $1,765.2 $1,731.3 $182.5 $27,6154
Year ended June 30, 2004
Revenues $ 61785 $ 7050 $ 3334 $ 625 $ 7,2794
Assets $17,591.1 $1,661.7 $1,7194 §$1484 $21,120.6

NOTE 19. QUARTERLY FINANCIAL RESULTS (UNAUDITED)
Summarized quarterly results of operations for the two fiscal years ended June 30, 2006 are as follows:

First Second Third Fourth
Quarter Quarter Quarter Quarter

Year ended June 30, 2006

Revenues $1,921.7 $2,047.4 $2,4386 $2.473.9
Net earnings from continuing operations $ 2061 § 2577 § 3555 § 2532
Basic earnings per share from

continuing operations $ 036 S$ 045 § 062 § 045
Diluted earnings per share from

continuing operations $ 035 $§ 044 $ 061 $ 044
Year ended June 30, 2005
Revenues $1,733.8  $1,867.8 $2,215.0 $2,167.1
Net earnings from continuing operations $§ 1937 § 2359 § 319.0 § 2497
Basic earnings per share from

continuing operations $ 033 $ 040 $ 055 $ 043
Diluted earnings per share from

continuing operations $ 033 $ 040 §$§ 054 $ 042
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NOTE 20. SUBSEQUENT EVENT

On August 2, 2006, the Company announced that the Board of Directors approved a plan to spin-off
the Brokerage Services Group business, comprised of Brokerage Services and Securities Clearing

and Outsourcing Services, into an independent publicly traded company through a tax-free spin-off of
100% of Brokerage Services Group to ADP shareholders. The spin-off is subject to required regulatory
approvals and reviews.

Item 9. Changes in and Disagreelﬂents with Accountants on Accounting and Financial Disclosure
i
None ;

Item 9A. Controls and Proceduresﬁ

Attached as Exhibits 31.1 and 31.2 to this Form 10-K are certifications of ADP’s Chief Executive
Officer and Principal Financial Officer, which are required by Rule 13a-14(a) of the Securities Exchange
Act of 1934. This “Controls and Procedures™ section should be read in conjunction with the Deloitte
& Touche LLP attestation report on management’s assessment of ADP’s internal control over financial
reporting that appears on pages 74-75 of this Form 10-K and is hereby incorporated herein by reference.

Management’s Evaluation of Discldsure Controls and Procedures

ADP carried out an evaluation, under the supervision and with the participation of ADP’s
management, including its Chief Executwe Officer and Principal Financial Officer, of the effectiveness
of ADP’s disclosure controls and procedures as defined in Rules 13a-15(e) and 15d-15(e) of the Securities
and Exchange Act of 1934. Based on that evaluation, the Chief Executive Officer and Principal Financial
Officer have concluded that ADP’s disclosure controls and procedures as of June 30, 2006 were effective
to ensure that information required to be disclosed by ADP in reports that it files or submits under
the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time
periods specified in Securities and Exchange Commission’s rules and forms.

Management’s Report on Internal Control over Financial Reporting

It is the responsibility of Automatic Data Processing, Inc.’s (“ADP”’) management to establish
and maintain effective internal control over financial reporting (as defined in Rule 13a-15(f) under
the Securities Exchange Act of 1934).' Internal control over financial reporting is designed to provide
reasonable assurance to ADP’s management and board of directors regarding the preparation of reliable
financial statements for external purposes in accordance with generally accepted accounting principles.

ADP’s internal control over financial reporting includes those policies and procedures that:
(i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of ADP; (ii) provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of ADP are being made only in
accordance with authorizations of management and directors of ADP; and (iit) provide reasonable
assurance regarding the prevention or timely detection of unauthorized acquisition, use or disposition of
ADP’s assets that could have a material effect on the financial statements of ADP.
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Because of its inherent limitations, internal control over financial reporting may not prevent
or detect misstatements. Therefore, even those systems determined to be effective can provide only
reasonable assurance with respect to financial statement preparation and presentation.

Management has performed an assessment of the effectiveness of ADP’s internal control over
financial reporting as of June 30, 2006 based upon criteria set forth in Internal Control - Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based
on this assessment, management determined that ADP’s internal control over financial reporting was
effective as of June 30, 2006.

Deloitte & Touche LLP, an independent registered public accounting firm, has issued an
attestation report on management’s assessment of internal control over financial reporting, which
attestation report appears on pages 74-75 of this Form 10-K.

/s/ Arthur F. Weinbach
Arthur F. Weinbach
Chairman and Chief Executive Officer

/s/ Dan Sheldon

Dan Sheldon

Principal Accounting Officer and
Principal Financial Officer

Roseland, New Jersey
August 28, 2006

Changes in Internal Control over Financial Reporting

There were no changes in ADP’s internal control over financial reporting that occurred during
the quarter ended June 30, 2006 that have materially affected, or are reasonably likely to materially
affect, ADP’s internal control over financial reporting.

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Automatic Data Processing, Inc.
Roseland, NJ

We have audited management’s assessment, included in the accompanying Management’s Report
on Internal Control over Financial Reporting that Automatic Data Processing, Inc. and subsidiaries (the
“Company”’) maintained effective internal control over financial reporting as of June 30, 2006, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. The Company’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting. Our responsibility is to express an opinion on management’s assessment
and an opinion on the effectiveness of the Company’s internal control over financial reporting based on
our audit.
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We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Thoise standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained in
all material respects. Our audit included obtaining an understanding of internal control over financial
reporting, evaluating management’s eﬂssessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as we considered necessary in the

circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company’s internal control ;over financial reporting is a process designed by, or under the
supervision of, the company’s principal executive and principal financial officers, or persons performing
similar functions, and effected by the company’s board of directors, management, and other personnel
to provide reasonable assurance regarding the reliability of financial reporting and the preparation
of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect
the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with
generally accepted accounting principles, and that receipts and expenditures of the company are being
made only in accordance with authorizations of management and directors of the company; and (3)
provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use,
or disposition of the company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the
possibility of collusion or improper management override of controls, material misstatements due to error
or fraud may not be prevented or detected on a timely basis. Also, projections of any evaluation of the
effectiveness of the internal control over financial reporting to future periods are subject to the risk that
the controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

In our opinion, management’é assessment that the Company maintained effective internal
control over financial reporting as of June 30, 2006, is fairly stated, in all material respects, based on the
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Also in our opinion, the Company maintained, in all
material respects, effective internal chtrol over financial reporting as of June 30, 2006, based on the
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the consolidated financial statements and financial statement schedule
as of and for the year ended June 30, 2006 of the Company, and our report dated August 28, 2006
expressed an unqualified opinion on those consolidated financial statements and financial statement
schedule and included an explanatory paragraph regarding the Company’s adoption of Statement of
Financial Accounting Standards No. 1:23(R), “Share-Based Payment,” as revised, effective July 1, 2005.

/s/ Deloitte & Touche LLP
New York, NY
August 28, 2006
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Item 9B. Other Information

On August 2, 2006, ADP announced that its Board of Directors approved a plan to spin-off
the Brokerage Services Group business, comprised of Brokerage Services and Securities Clearing
and Outsourcing Services, into an independent publicly traded company through a tax-free spin-off of
100% of Brokerage Services Group to ADP stockholders. The spin-off is subject to required regulatory
approvals and reviews. ADP expects to complete the spin-off before the end of fiscal 2007.

Part I11
Item 10. Directors and Executive Officers of the Registrant

Executive Officers

The executive officers of the Company, their ages, positions and the period during which they
have been employed by ADP are as follows:

Employed by

Name Age Position ADP Since

Steven J. Anenen 53 President, 1975
Dealer Services

James B. Benson 61 Vice President, General 1977
Counsel and Secretary

Richard C. Berke 61 Vice President, Human 1989
Resources

Gary C. Butler 59 President and Chief 1975

' Operating Officer

Janice M. Colby 51 Senior Vice President, 2001
Employer Services

Raymond L. Colotti 60 Vice President and 1995
Treasurer

Richard J. Daly 53 Group President, 1989
Brokerage Services

John Hogan 58 Group President, 1993

- Brokerage Services

Campbell B. Langdon 45 President, 2000
Tax, Retivement and Pre-
Employment Services

S. Michael Martone 58 Group President, Employer 1987
Services

Dan Sheldon : - 50 Principal Accounting Officer, 1984
Vice President,

: Corporate Controller

Jan Siegmund 42 Vice President, 1999
Strategic Development

George 1. Stoeckert 58 President, Employer 1991
Services — International

Arthur F. Weinbach 63 Chairman and Chief Executive 1980
Officer
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Messrs. Benson, Berke, Butler, Colotti, Daly, Hogan, Martone and Weinbach have each been
employed by ADP in senior executive positions for more than the past five years.

Steven J. Anenen joined ADP in 1975. Prior to his promotion to President, Dealer Services in
2004, he served as Senior Vice President, Dealer Services from 1998 to 2004.

Janice M. Colby joined ADP in 2001. Prior to becoming Senior Vice President, Employer
Services, she served as President, Claims Solutions Group from 2005 to 2006, and as President, Small
Business Services Division, Employéer Services from 2001 to 2005. From 1996 to 2001 she served as
Vice President, Business Customer Care for AT&T Corporation.

Campbell B. Langdon joined ADP in 2000 as Vice President, Strategic Development. In 2003,
he was promoted to President, Tax, Retirement and Pre-Employment Services.

Dan Sheldon joined ADP in 1984. Prior to his promotion to Principal Accounting Officer,
he served as Vice President, Corporate Controller from 2003 to 2006, as Chief Financial Officer of
Brokerage Services from 2001 to 2003 and Chief Financial Officer of Dealer Services from 1996 to 2001.

Jan Siegmund joined ADP in 1999 as Vice President, Strategy. Prior to his promotion to Vice
President, Strategic Development in 2004, he served as Senior Vice President of Strategic Development,
Brokerage Services from 2000 to 2004.

George L. Stoeckert joined ADP in 1991. Prior to his promotion to President, Employer Services
International in 2003, he served as President — Major Accounts Services Division, Employer Services
from 1995 to 2003. ‘

Each of ADP’s executive officers is elected for a term of one year and until their successors are
chosen and qualified or until their death, resignation or removal.

Directors
See “Election of Directors” in the Proxy Statement for Company’s 2006 Annual Meeting of
Stockholders, which information is incorporated herein by reference.

Section 16(a) Beneficial Ownership Reporting Compliance

See “Section 16(a) Beneficial Ownership Reporting Compliance” in the Proxy Statement
for Company’s 2006 Annual Meeting of Stockholders, which information is incorporated herein by
reference. ‘

Code of Ethics

ADP has adopted a code of ethics that applies to its principal executive officer, principal
financial officer, principal accounting officer and persons performing similar functions. The code of
ethics may be viewed online on ADP’s website at www.adp.com under “Ethics” in the “About ADP”
section.
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Audit Committee

See “Audit Committee Report” in the Proxy Statement for Company’s 2006 Annual Meeting of
Stockholders, which information is incorporated herein by reference.

Item 11. Executive Compensation

See “Compensation of Executive Officers” and “Election of Directors” in the Proxy Statement
for Company’s 2006 Annual Meeting of Stockholders, which information is incorporated herein by
reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters

»

See “Election of Directors — Security Ownership of Certain Beneficial Owners and Managers’
and “Compensation of Executive Officers — Equity Compensation Plan Information” in the Proxy
Statement for Company’s 2006 Annual Meeting of Stockholders, which information is incorporated

herein by reference.

Item 13. Certain Relationships and Related Transactions

See “Compensation of Executive Officers — Certain Transactions” in the Proxy Statement
for Company’s 2006 Annual Meeting of Stockholders, which information is incorporated herein by
reference.

Item 14. Principal Accounting Fees and Services

See “Independent Registered Public Accounting Firms’ Fees” in the Proxy Statement for
Company’s 2006 Annual Meeting of Stockholders, which information is incorporated herein by
reference.
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Part IV

Item 15. Exhibits and Financial St%itement Schedules
@1.  Financial Statements

The following report and coﬁsolidated financial statements of the Company are contained in Part
11, Item 8 hereof: ‘;

Report of Independent Regisﬁered Public Accounting Firm
Statements of Consolidated Earnings - years ended June 30, 2006, 2005 and 2004
Consolidated Balance Sheets‘; - June 30, 2006 and 2005

Statements of Consolidated Stockholders’ Equity - years ended June 30, 2006, 2005 and 2004

Statements of Consolidated Cash Flows - years ended June 30, 2006, 2005 and 2004 -

Notes to Consolidated Financial Statements

2. Financial Statement Schedules

: Page in Form 10-K
Schedule II - Valuation and Qualifying Accounts 83

All other Schedules have been omitted because they are inapplicable or are not required or the
information is included elsewhere in the financial statements or notes thereto.

(b) Exhibits

The following exhibits are filed with this Form 10-K or incorporated herein by reference to the
document set forth next to the exhibit in the list below:

31 - Amended and Restated Certificate of Incorporation dated November 11, 1998
- incorporated by reference to Exhibit 3.1 to Company’s Registration Statement
No. 333-72023 on Form S-4 filed with the Commission on February 9, 1999

32 - Amended and Restated By-laws of the Company - incorporated by reference to
Exhibit 3.2 to Company’s Current Report on Form 8-K, dated August 10, 2006

4 - Indenture dated as of February 20, 1992 between Automatic Data Processing,
Inc. and Bankers Trust Company, as trustee, regarding the Liquid Yield Option
Notes due 2012 of the Company - incorporated by reference to Exhibit (4)-#1 to
Company’s Annual Report on Form 10-K for the fiscal year ended June 30, 1992
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10.1

10.2

10.3

10.4

10.5

10.5(2)

10.6

10.6(2)

10.7

10.8

10.9

10.10

Letter Agreement dated as of April 28, 2005 between Automatic Data
Processing, Inc. and Arthur F. Weinbach - incorporated by reference to
Exhibit 10.1 to Company’s Current Report on Form 8-K, dated April 28, 2005
(Management Contract)

Letter Agreement dated as of June 28, 2006 between Automatic Data
Processing, Inc. and Gary C. Butler - incorporated by reference to Exhibit 10.2
to Company’s Current Report on Form 8-K, dated June 28, 2006 (Management
Contract)

Key Employees’ Restricted Stock Plan - incorporated by reference to Company’s
Registration Statement No. 33-25290 on Form S-8 (Management Compensatory
Plan)

Supplemental Officers’ Retirement Plan, as amended - incorporated by reference
to Exhibit 10.4 to Company’s Current Report on Form 8-K, dated June 16, 2006
(Management Compensatory Plan)

1989 Non-Employee Director Stock Option Plan - incorporated by reference to
Exhibit 10(iii)(A)-#7 to Company’s Annual Report on Form 10-K for the fiscal
year ended June 30, 1990 (Management Compensatory Plan)

Amendment to 1989 Non-Employee Director Stock Option Plan - incorporated
by reference to Exhibit 10(6)(a) to Company’s Annual Report on Form 10-K for
the fiscal year ended June 30, 1997 (Management Compensatory Plan)

1990 Key Employees’ Stock Option Plan - incorporated by reference to Exhibit
10(iii)(A)-#8 to Company’s Annual Report on Form 10-K for the fiscal year
ended June 30, 1990 (Management Compensatory Plan)

Amendment to 1990 Key Employees’ Stock Option Plan - incorporated by
reference to Exhibit 10(7)(a) to Company’s Annual Report on Form 10-X for the
fiscal year ended June 30, 1997 (Management Compensatory Plan)

1994 Directors’ Pension Arrangement - incorporated by reference to Exhibit
10(1ii)(A)-#10 to Company’s Annual Report on Form 10-K for the fiscal year
ended June 30, 1994 (Management Compensatory Plan)

2000 Stock Option Plan - incorporated by reference to Exhibit 10.8 to Company’s
Quarterly Report on Form 10-Q for the fiscal quarter ended December 31, 2004
(Management Compensatory Plan)

2001 Executive Incentive Compensaﬁon Plan - incorporated by reference to
Exhibit 10.9 to Company’s Annual Report on Form 10-K for the fiscal year
ended June 30, 2001 (Management Compensatory Plan)

Change in Control Severance Plan for Corporate Officers, as amended -
incorporated by reference to Company’s Current Report on Form 8-K dated June
16, 2006 (Management Compensatory Plan)
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10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

Amended and Restated Employees’ Saving-Stock Option Plan - incorporated by
reference to Exhibit 10.11 to Company’s Quarterly Report on Form 10-Q for the
fiscal quarter ended December 31, 2005 (Management Compensatory Plan)

|

2003 Directér Stock Plan - incorporated by reference to Exhibit 10.6 to
Company’s Quarterly Report on Form 10-Q for the fiscal quarter ended
December 31, 2003 (Management Compensatory Plan)

Amended and Restated Employees’ Savings-Stock Purchase Plan - incorporated
by reference to Exhibit 10.13 to Company’s Quarterly Report on Form 10-Q for
the fiscal quarter ended December 31, 2005

364-Day Credlt Agreement, dated as of June 28, 2006, among Automatic Data
Processing, Inc the Lenders party thereto, JPMorgan Chase Bank, N.A., as
Administrative Agent, Bank of America, N.A., as Syndication Agent, and
Barclays Bank PLC, BNP Paribas, Citicorp USA, Inc., Deutsche Bank AG New
York Branch'and Wachovia Bank, National Association, as Documentation
Agents - incorporated by reference to Exhibit 10.14 to Company’s Current Report
on Form 8-K, dated June 30, 2006

Five-Year Crédit Agreement, dated as of June 28, 2006, among Automatic

Data Processing, Inc., the Lenders party thereto, JPMorgan Chase Bank, N.A_,

as Administrative Agent, Bank of America, N.A., as Syndication Agent, and
Barclays Bank PLC, BNP Paribas, Citicorp USA, Inc., Deutsche Bank AG New
York Branch and Wachovia Bank National Association, as Documentation
Agents - incorporated by reference to Exhibit 10.15 to Company’s Current Report
on Form 8-K, dated June 30, 2006

Five-Year Credit Agreement, dated as of June 29, 2005, among Automatic

Data Proceséing, Inc., the Lenders party thereto, JPMorgan Chase Bank, N.A.,
as Administrative Agent, Bank of America, N.A., as Syndication Agent, and
Barclays Bank PLC, BNP Paribas, Citicorp USA, Inc., Deutsche Bank Securities
Inc. and Wachovia Bank, National Association, as Documentation Agents

- incorporated by reference to Exhibit 10.16 to Company’s Current Report on
Form 8-K, dated June 29, 2005

2000 Stock Option Grant Agreement (Form for Employees) — incorporated by
reference to Exhibit 10.1 to Company’s Quarterly Report on Form 10-Q for the
fiscal quarter ended September 30, 2004 (Management Compensatory Plan)

2000 Stock Option Grant Agreement (Form for French Associates)

— incorporated by reference to Exhibit 10.1 to Company’s Quarterly Report
on Form 10-Q for the fiscal quarter ended September 30, 2004 (Management
Compensatojry Plan)

2000 Stock Option Grant Agreement (Form for Non-Employee Directors)

— incorporated by reference to Exhibit 10.1 to Company’s Quarterly Report
on Form 10-Q for the fiscal quarter ended September 30, 2004 (Management
Compensatory Plan)
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10.20

10.21

10.22

21

23

311

312

321

322

Directors Compensation Summary Sheet — incorporated by reference to Exhibit
10.20 to Company’s Current Report on Form 8-K, dated August 11, 2005

Letter Agreement dated as of October 20, 2005 between Automatic Data
Processing, Inc. and James D. Aramanda - incorporated by reference to Exhibit
10.21 to Company’s Current Report on Form 8-K, dated October 20, 2005

(Management Contract)

Letter Agreement, dated as of August 1, 2006 between Automatic Data
Processing, Inc. and Christopher R. Reidy — incorporated by reference to
Exhibit 10.22 to Company’s Current Report on Form 8-K, dated August 2, 2006
(Management Contract)

Subsidiaries of the Company
Consent of Independent Registered Public Accounting Firm

Certification by Arthur F. Weinbach pursuant to Rule 13a-14(a) of the Securities
Exchange Act of 1934

Certification by Dan Sheldon pursuant to Rule 13a-14(a) of the Securities
Exchange Act of 1934

Certification by Arthur F. Weinbach pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Certification by Dan Sheldon pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
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AUTOMATIC DATA PROCESSING, INC.
‘ AND SUBSIDIARIES
SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS

ﬁ (In thousands)
Column A Column B Column C Column D Column E
Additions
(1) (2)
Balance at  Charged to Charged Balance
beginning  costs and to other at end of
of period expenses accounts Deductions __period
Year ended June 30, 2006:
Allowance for doubtful accounts:
Current $43,627 $17,607 $ -- $(18,070)(A) $43,164
Long-term $ 8,172 $ 1,319 $ -- $ (1,795)(A) $ 7,696
Deferred tax valuation allowance $30,802 $ 5,586 $957(D) $ -- $37,345
Year ended June 30, 2005:
Allowance for doubtful accounts:
Current $41,902 $19,685 § -- $(17,960)(A) $43,627
Long-term $ 8,578 $ 1,326 $ -- $ (1,732)(A) $ 8,172
Deferred tax valuation allowance $24,662 $ 7,183 $ - $ (1,043)(B) $30,802
Year ended June 30, 2004:
Allowance for doubtful accounts:
Current $47,969 $15,460 $ - $(21,527)(A) $41,902
Long-term $11,103 $ 680 $ - $ (3,205)(A) $ 8,578
Deferred tax valuation allowance $30,803 $ 2,798 $ -- $ (8,939)(C)  $24,662

(A) Doubtful accounts written off, less recoveries on accounts previously written off.

(B) A portion of this allowance is related to the net deferred tax assets recorded in purchase accounting, the

recognition of which is allocated to reduce goodwill. The remaining portion reduced the current year provision for

income taxes.

(C) Related to the net deferred tax assets recorded in purchase accounting. The recognition of this allowance is

allocated to reduce goodwill.

(D) Related to foreign exchange fluctuation.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934,
the Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

AUTOMATIC DATA PROCESSING, INC.
(Registrant)

August 30, 2006 By /s/ Arthur F. Weinbach
Arthur F. Weinbach
Chairman and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the Registrant in the capacities and on the dates indicated.

Signature Title Date

/s/ Arthur F. Weinbach Chairman, Chief Executive August 30, 2006
(Arthur F. Weinbach) Officer and Director

(Principal Executive Officer)

/s/ Dan Sheldon Principal Financial Officer and August 30, 2006
(Dan Sheldon) Principal Accounting Officer

/s/ Gregory D. Brenneman Director , August 30, 2006
(Gregory D. Brenneman)

/s/ Leslie A. Brun Director August 30, 2006
(Leslie A. Brun)

/s/ Gary C. Butler Director August 30, 2006
(Gary C. Butler)

/s/ Leon G. Cooperman Director August 30, 2006
(Leon G. Cooperman)

/s/ R. Glenn Hubbard Director August 30, 2006
(R. Glenn Hubbard)

/s/ John P. Jones Director August 30, 2006
(John P. Jones)

/s/ Ann Dibble Jordan Director August 30, 2006
(Ann Dibble Jordan)

Director August _, 2006

(Frederic V. Malek)

/s/{ Henry Taub Director August 30, 2006
(Henry Taub)




Name of Subsidiary

EXHIBIT 21

Jurisdiction of
Incorporation

71 Hanover Florham Park Associates LLC New Jersey
ADP Atlantic, Inc. ! Delaware
ADP Belgium CVA Belgium
ADP Clearing do Brasil Ltda. Brazil
ADP Broker-Dealer, Inc. New Jersey
ADP Brokerage International lelted United Kingdom
ADP Canada Co. Canada
ADP Clearing & Outsourcing Sérvices, Inc. Delaware
ADP Commercial Leasing, LLC, Delaware
ADP Dealer Services Deutschland GmbH Germany
ADP Dealer Services France SAS France
ADP Dealer Services Italia s.r.l. . Italy

ADP Dealer Services UK lelted United Kingdom
ADP East, Inc. Delaware
ADP Employer Services GmbH Germany
ADP Europe S.A. France
ADP France SAS France
ADP Financial Information Serv1ces Inc. Delaware
ADP GlobalView BV, Netherlands
ADP GSI Espana S.A. Spain
ADP GSI France SAS France
ADP, Inc. Delaware
ADP Indemnity, Inc. Vermont
ADP Investor Communication Serv1ces Inc. Delaware
ADP Investor Communications Corporatlon Canada
ADP Nederland B.V. Netherlands
ADP Network Services Internatlonal Inc. Delaware
ADP Network Services Limited United Kingdom
ADP of North America, Inc. Delaware
ADP of Roseland, Inc. 1 Delaware
ADP Output Services, Inc. Delaware
ADP Pacific, Inc. i Delaware
ADP Payroll Services, Inc. ‘ Delaware
ADP Screening and Selection Services, Inc. Colorado
ADP South, Inc. ! Delaware
ADP Tax Services, Inc. Delaware
ADP TotalSource Group, Inc. Florida
ADP Wilco Limited | United Kingdom
Automatic Data Processing L1m1ted Australia
Automatic Data Processing Limited (UK) United Kingdom
Automatic Data Processing SPRL Belgium
Automotive Directions, Inc. Wisconsin
Autosys GmbH Germany
Business Management Software Limited United Kingdom
Digital Motorworks Holdings, Inc. Texas

GSI Transport Tourisme S.A. France
Kerridge Computer Company Ltd United Kingdom
ProBusiness Services, Inc. Delaware

In accordance with Item 601(b)(21) of Regulation S-K, the Company has omitted the names of particular

subsidiaries because the unnamed subsidiaries, considered in the aggregate as a single subsidiary, would
not have constituted a significant subsidiary as of June 30, 2006.




EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos. 33-45150, 33-52876, 33-
55909, 33-57207, 33-58165, 33-61629, 333-01839, 333-02331, 333-12767, 333-15103, 333-29713, 333-
48493, 333-57075, 333-80237, 333-79749, 333-72497, 333-31058, 333-42294 and 333-68030 on Form S-3,
Registration Statement No. 333-72023 on Form S-4, and Registration Statement Nos. 33-24987, 33-25290,
33-38338, 2-75287, 33-38366, 33-38365, 33-46168, 33-51979, 33-51977, 33-52629, 33-56419, 33-56463, 333-
10281, 333-10279, 333-10277, 333-13945, 333-50123, 333-84647, 333-81725, 333-74265, 333-33258, 333-
69020, 333-75468, 333-90540, 333-103426, 333-103935, 333-110395, 333-110393 and 333-110392 on Form
S-8 of our report on the consolidated financial statements and financial statement schedule of Automatic
Data Processing, Inc., dated August 28, 2006 (which expresses an unqualified opinion and includes

an explanatory paragraph regarding the Company’s adoption of Statement of Financial Accounting
Standards No. 123(R), “Share-Based Payment,” as revised, effective July 1, 2005) and our report dated
August 28, 2006 relating to management’s report on the effectiveness of internal control over financial
reporting appearing in this Annual Report on Form 10-K of Automatic Data Processing, Inc. for the year
ended June 30, 2006.

/s/ Deloitte & Touche LLP
New York, New York
August 30, 2006




EXHIBIT 31.1

Certification Pursuant tP Rule 13a-14(a) of the Securities Exchange Act of 1934
|

I, Arthur F. Weinbach, certify that:

1. T have reviewed this annual report on Form 10-K of Automatic Data Processing, Inc.;

\
1
2. Based on my knowledge, this repqrt does not contain any untrue statement of a material fact or omit

to state a material fact necessary to make the statements made, in light of the circumstances under which

such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(¢)) and
internal control over financial reportmg (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed uﬁder our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrént’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: August 30, 2006
/s/ Arthur F. Weinbach
Arthur F. Weinbach
Chairman and Chief Executive Officer




EXHIBIT 31.2
Certification Pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934

I, Dan Sheldon, certify that:
1. T have reviewed this annual report on Form 10-K of Automatic Data Processing, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

{a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(@) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: August 30, 2006
/s/ Dan Sheldon
Dan Sheldon
Principal Financial Officer




EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Automatic Data Processing, Inc. (the “Company”)
on Form 10-K for the fiscal year ending June 30, 2006 as filed with the Securities and Exchange
Commission on the date hereof (the “Report™), I, Arthur F. Weinbach, Chairman and Chief Executive
Officer of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and result of operations of the Company.

/s/ Arthur F. Weinbach
Arthur F. Weinbach

Chairman and Chief Executive Officer
August 30, 2006




EXHIBIT 32.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Automatic Data Processing, Inc. (the “Company™)
on Form 10-K for the fiscal year ending June 30, 2006 as filed with the Securities and Exchange
Commission on the date hereof (the “Report™), I, Dan Sheldon, Principal Financial Officer of the
Company, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act
of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and result of operations of the Company.

/s/ Dan Sheldon

Dan Sheldon

Principal Financial Officer
August 30, 2006
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Years ended June 30, 2006 2005 Change
Total revenues $ 88815 $7,983.7 1%
Net earnings from continuing operations, as reported $ 10724 S 998.3 7%
Pro forma net earnings from continuing operations, as adjusted for

stock compensation expense in fiscal 2005 {Note 1) $ 10724 $ 8738 23%
Basic earnings per share from continuing operations, as reported $ 187 S 1M 9%
Diluted earnings per share from continuing operations, as reported $ 185 S 169 9%
Pro forma diluted earnings per share from continuing operations, as adjusted for

stock compensation expense in fiscal 2005 (Note 1} S 185 S 148 25%
Cash dividends $ 4086 $ 3527 16%
Cash dividends declared per share $ 7100 $ .6050 17%
Basic weighted average shares outstanding 574.8 583.2
Diluted weighted average shares outstanding 580.3 590.0
Return on equity {Note 2) 19.5% 18.3%
At year end:
Cash, cash equivalents, and marketable securities $2,602.5 $1,997.3
Total assets before funds held for clients $10,006.2 $97179
Long-term debt $ 743 $ 757
Stockholders' equity $ 6016 $5783.9
Number of employees 46,000 44,000

TOTAL REVENUES (poltars in millions) DILUTED EPS AND PRO FORMA DILUTED EPS (NOTE 1)
FROM CONTINUING OPERATIONS (in dollars)
2006
2005 2005 |
2004 2004 |
2003 | 2003 |
2002 | 57 | 2002 |
| r
[ I P, [ e oo [R ' R d
0 2000 4000 60600 8000 10,000 0.0 0.5 15 20
O Proforma (Note1) @ As Reported
Note 1. The Company adopted Statement of Financial Accounting Standards No. Note 2. Return an equity has been calculated as net earnings from continuing opera-
123R, "Share-Based Payment” ("SFAS No. 123R"}, effective July 1, 2005, using the tions divided by average stockholders' equity, exciuding the average cumulative net
modified prospective method. The adoption of SFAS No. 123R requires the recognition earnings from discontinued operations for each of the five years since fiscal 2002.
of stock-based compensation expense in the consolidated financial statements See our Selected Financial Data table within the 2006 Annual Report on Form 10-K
beginning in fiscal 2006. The financial information stated includes pro forma stock- for additional information on our return on equity calculation.

based compensation expense based on the amounts disclosed previously in the
consolidated financial statements.




FOCUS ON LONG-TERM GROW'TH

At ADP, building long-term shareholder

value is our primary goal.

Accelerating revenue growth and improving

our margins are the pathways to achieving it...




Letter to Shareholders

ARTHUR F. WEINBACH, (left)
Chairman & Chief Executive Officer

GARY C. BUTLER, (right)

President & Chief Operating Officer, CEO-¢elect

We have completed a very successful fiscal 2006 and have a strong foundation for future growth. This is an
excellent time to have this strength as fiscal 2007 will be an important transition period during which we (1)
have a new CEQ, (2) expect to spin off our Brokerage Services Group, and (3) forecast delivering solid growth in
revenues and earnings. We will expand on each of these items in this letter.

FISCAL 2006

Fiscal 2006 was the second year of our rebound. We grew our revenues 11%, had our best earnings per share
growth year in over a decade at 25% (assuming stock compensation was expensed in fiscal 2005), and had very
strong cash flows.

We also changed the mix of our business units with the sale of our Claims Services business — we had entered
this business in 1980 with an investment of about $10 million and sold it in 2006 for about $975 million — and
the addition of Kerridge Computer in the U.K. to our Dealer Services business. Kerridge more than doubled
Dealers international presence with about $150 million of revenue.

“We have completed a very successful fiscal 2006 and have a strong foundation
for future growth...We grew our revenues 11%, had our best earnings per share

growth year in over a decade at 25%...and had very strong cash flows.”

in May, we introduced the ADP National Employment Report™ which provides a measure of non-farm private
employment in the United States and will add meaningfully to ADP’s overall brand awareness,




Also, our key leading indicators of future growth led by Employer Services sales and retention are
giving us high confidence in future results.

FISCAL 2007
In early August, we forecast our results for fiscal 2007 with revenue growing about 10%, earnings per share
growing at 17% to 20%, and another year of strong cash flows.

STRATEGIC PRICRITIES

We also expect to make meaningful progress on our strategic priorities. Our highest priority is increasing share-
holder value. We have been disappaointed that our recent performance has not been reflected in our market
value. Nevertheless, our strategies and future direction are clear. They are discussed in the following Q&A with
Gary Butler on pages 5 to 8.

NEW CEO

As we announced in January, Art Weinbach is retiring as CEO effective August 31, 2006 and is being succeed-
ed by Gary Butler, a 30-year ADP veteran, most recently as President and COQ and before that, among many
other positions, as head of ADP's Employer Services and Dealer Services businesses. This has been a very
orderly and expected transition.

“..our key leading indicators of future growth led by Employer Services sales and
retention are giving us high confidence in future results.”

SPIN-OFF OF BROCKERAGE SERVICES GROUP

On August 2, 2006, we announced the spin-off of our Brokerage Services Group. The spin-off is expected to cre-
ate two well-positioned public companies: a double-digit organic growth company focused on the excellent
opportunities in the payroll, human resources, and benefits market, as well as the large automotive market;
and a steady growth company with excellent cash flows focused on the financial services industry, primarily
brokerage. It will permit both companies to focus on the opportunities in their core markets, improve the
capital structures required in their respective markets, and, we believe ultimately benefit our shareholders.

We anticipate completing the spin-off before the end of fiscal 2007. While there will be some one-time costs
not included in the forecast referred to above, we are striving to have no increase in continuing costs even as
we add the additional costs related to a second public entity.



IMPORTANCE OF PEQPLE

ADP's greatest strength is our team of 46,000 trained, dedicated, and committed associates who deliver World
Class Service to our clients every day of the year. We are fortunate to attract and retain extremely motivated
and talented associates whose most important attribute is that they really care for our clients and for ADP.

We want to especially thank Harvey Krueger, who retired from the Board after serving 38 years. Harvey has
been an inspiration and a leader and we will miss his insights and contributions.

CONFIDENCE N THE FUTURE
These are exciting times. We look forward to the opportunities ahead from a strong financial position,
with excellent operational momentum, and strong and deep leadership and, as a result, have high confidence

in the future.

Arthur F. Weinbach Gary C. Butler
Chairman & Chief Executive Officer President & Chief Operating Officer, CEC-elect

August 28,2006

Farewell

As | retire after 26 years at ADP, including the last 10 as CEQ, there are many people to
thank including the Board of Directors, our clients, ADP associates, our shareholders and
our executive team. I'm very proud to have been able to work in an environment with so
much support, where so many care so much about the Company, and where there was so
much for me to learn from each of you.

| look back with pride and satisfaction. Serving you has been a great honor and | have had
aball. As I exit my CEO role, ADP is a very strong and solid company with great leadership
and great optimism for a very exciting future. Thank you for the opportunity.

ARTHUR F. WEINBACH
Chairman & Chief Executive Officer




Q&A with Gary Butler, CEO-elect:
What ADP Stakeholders Are Asking

GARY C. BUTLER
President & Chief Operating Officer, CEQ-elect

Let me first take a moment to thank Art Weinbach, the fourth CEQ in our company's 45-year public history.
It has been my privilege to work with Art for about 25 years, enjoying the benefit of his guidance, support, and
partnership. His experience, integrity, and unrelenting commitment to our clients and associates have left a
positive and enduring mark on our business and our business culture.

HOW ARE YOURS AND ART'S LEADERSHIP STYLES SIMILAR AND DIFFERENT?

Art and | have known each other for about 25 years — | came up through the sales side of the business; Art was
on the financial side. While we naturally tend to approach challenges and opportunities from different perspec-
tives, more times than not, we usually reach the same conclusion on big decisions.

You should expect me to bring new thoughts and ideas to the table — and | do have ideas that | believe will help
to accelerate our growth and build long-term shareholder value. However, if you were to perceive any change,
it probably would be that | will be more aggressive in pursuing promising growth opportunities.

Art relied on the strength and wisdom of ADP's business culture — as will I. A key aspect of our culture is what
differentiates ADP in the marketplace — "the service-profit chain.”

GCOING FORWARD, WHAT ARE YOUR TOP PRIORITIES AS ADP'S NEW CEQ?

My number one priority is to increase shareholder value by accelerating revenue growth in
conjunction with margin expansion. Additionally, an important priority for fiscal 2007 is to execute on the
recently announced spin-off of our Brokerage Services Group, facilitating our refocus on Employer Services and
Dealer Services where | am confident in our ability to convert recurring revenue growth into
quality, recurring, bottom-line dollars. With this renewed focus and a stable economic environment with no
significant upturns or downturns, the new ADP will be well-positioned to achieve my objectives of at least 10%
annual revenue growth yielding at least 15% earnings per share growth over the next number of years.

HOW WILL ADP GRCW ITS REVENUES UNDER YOUR WATCH?
We need to continue doing what we do well — only do it better. To achieve this type of ever-higher level of
performance, we are going to focus on five initiatives to help us grow revenues:



Q&A WITH GARY BUTLER, CEO-ELECT

> Consistent incremental expansion of our sales and implementation resources — Historically this has been the
most reliable way to grow the business, and we do this very well.

> Focus on global expansion — There is a large international market opportunity for ADP services and minimal
outsourced service penetration outside North America, making conditions very favorable for ADP to grow in

this environment.

> Accelerate BPO-like services — A BPO relationship will typically generate three-to-ten times the revenue we
receive from a traditional payroll outsourcing client.

“We will improve our strategic focus on business development
..and dedicate resources to explore and develop new products and markets
‘across the enterprise.”

> Enter adjacent domestic markets, especially in ES — We see big opportunities in selling: ancillary
services through “worksite marketing” to the tens of millions of people we already pay on payday; workers’
compensation and healthcare insurance products to the hundreds of thousands of clients we serve; and vertical
solutions for the public sector as well as the construction, healthcare, and hospitality industries
that expand the reach of our core products.

> Improve business development across ADP — We will dedicate more resources to explore and develop new
markets and new products that contribute new streams of revenue. We also need to continue to expand
M&A as an impartant way to accelerate our growth in new products and markets.

HOW WILL ADP ACHIEVE MARGIN IMPROVEMENT OVER THE LONG-TERM?
Over time, we expect to see margin improvement with the help of these initiatives:

> The traditional scale of our infrastructure — Using our size to deliver services for less.

> Productivity improvements in both sales and implementation — We are improving the speed and quality of client
implementations. To augment the fine work of our traditional field salesforce, which will continue to generate
most of our new sales, we are utilizing alternate distribution channels, such as telesales, to bring on new

revenue streams faster.

> Offshore and smartshore facilities — Further enhancing our competitiveness by leveraging low-cost geogra-
phies that offer economies of scale, best practices, and service coverage across multiple time zones.

> Data center consolidation — Essentially this involves combining our Employer Services and Brokerage
Services data processing functions to benefit from shared services engineering and operations.
We anticipate maintaining this shared environment after the Brokerage Services Group spin-off, and expect
to see savings here beginning in fiscal 2008.

> Leveraging the powerful growth engine of our "service-profit chain” — As more clients use our
services and stay with us longer, we retain revenues at higher margins.




WHY DID ADP DECIDE TO EXIT THE BROKERAGE BUSINESS?

Fiscal 2006 was a great year for ADP with strong growth in both revenues and earnings per share and we
exited the year with continued momentum and a good economy. Key metrics in our Employer Services busi-
ness are solid. Building off this strong base, we decided to reposition ADP, which we believe is in the best interest
of our shareholders. The brokerage industry has changed in recent years, and while still attractive in terms of
long-term growth opportunities, as part of ADP, the growth profile of Brokerage Services Group is below
the potential that we believe exists in Employer Services and Dealer Services. As a result, after in-depth analyses
and discussions with our Board, we concluded this transaction will best support the long-term growth
potential of the new ADP and the new Brokerage entity.

Fit and focus is the underlying theme of this transaction. | believe that shareholders, clients, and
associates will benefit from a mare concentrated focus by each management team on its own core business,
each with different operating models, long-term strategic growth plans, and industry appropriate capital
deployment. ADP's efforts and commitment will be refocused on the Employer Services and Dealer Services busi-
nesses. Employer Services forecasted fiscal 2007 revenue growth is over 10%, and we believe Dealer Services
represents a comparable double-digit annual revenue growth opportunity over our strategic planning horizon,

WHAT MAKES THE BROKERAGE BUSINESS ATTRACTIVE TO INVESTORS AS A STAND-
ALONE COMPANY?

The Brokerage Services Group is a financially strong global organization with nearly $2 billion in revenues and
good profitability, 4,000 associates, strong cash flows, a highly-recurring revenue model, good long-term growth
prospects, operations in North America, Europe, and Asia-Pacific, and long-term relationships with the worlds
leading financial institutions. The Brokerage Services Group is a market leader in providing integrated outsourcing
solutions to the financial services industry and we believe with its long-term growth opportunities it will be a strong
and viable stand-alone public company.
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WILL ADP'S ACQUISITICN STRATEGY CHANGE?

We will improve our strategic focus on business development. It will not just be about M&A going forward, because
we need a broader mindset to increase the number and quality of acquisitions in the future in support of our growth
strategies. At both the corporate and business unit levels, we are going to focus on and dedicate resources to explore
and develop new products and markets across the enterprise.

As a general rule of thumb, we are looking for acquisitions close to our core that will leverage our existing capabili-
ties and make a positive contribution to ADP's overall growth while avoiding multi-year dilution at the onset.



Q&A WITH GARY BUTLER, CEO-ELECT

WHAT IS YOUR CAPITAL ALLOCATION STRATEGY?

Going forward, ADP expects to lower overall corporate cash balances and return excess cash to shareholders over
time. ADP also intends to utilize its strong cash flows and the one-time proceeds from the Brokerage Services
spin-off to increase share buybacks and/or dividends depending on market conditions and acquisition funding
requirements. ADP's dividend has increased every year since ADP began paying a dividend in 1974, and this year we
anticipate the Board of Directors will authorize a dividend increase in-line with or higher than the increase last year
of 19%. After the spin-off, ADP will maintain the 2007 dividend at the same dollar amount as before the spin-off.

WHY IS THE “SERVICE-PROFIT CHAIN” MODEL IMPORTANT TO ADP'S CONTINUING SUCCESS?

The "service-profit chain’is a highly productive repetitive business process that simply states: when happy, engaged
associates provide higher levels of client service, in turn, clients stay with ADP longer; they buy more products and
services; and refer others to use our products and services.

Making the "service-profit chain’ work takes a perpetual commitment to World Class Service and to being an Employer
of Choice — so you can expect those commitments to remain at the forefront of our strategic priorities.

All this makes good business sense and drives long-term profitability for ADP shareholders.

HOW WILL ADP EXPAND ITS INTERNATIONAL FOOTPRINT?
All of our businesses already have international operations. The two most promising areas for international growth are
in Employer Services and Dealer Services.

GlobalView™ is an exciting new payroll and HR solution from Employer Services that uses SAP Human
Capital Management software as an underlying platform. This solution, operating today in 30 countries, is designed
to serve global and multinational clients and represents a very large and important opportunity.

The acquisition of U.K.-based Kerridge Computer this year opens the door for ADP to become a global provider in the
Dealer Services market. Kerridge is the largest DMS provider in the U.K. and expands our Dealer Services footprint
into over 40 countries including the Asia-Pacific market.

Qur entry into China and Asia-Pacific is another strategic step for ADP. China, which is by far the most important
developing market in the world, is a key growth opportunity for ADP. We opened our first two representative offices
in China this year. Qur Shanghai facility includes Employer Services staff to support our GlobalView payroll and HR
offering for multinational firms, and Dealer Services associates to serve the emerging retail dealership industry in
the country with our high-tech, end-to-end solutions.

Certainly, international growth is important to our future expansion plans. Yet, while we will actively pursue

international growth, we also remain committed to growing and serving our North American client base.

I think this is a great time to be at ADP, and it's my honor and privilege to lead ADPs dedicated and talented team of
associates worldwide.




ADP is one of the largest providers of computerized
transaction processing and information-based
business solutions.

We measure our success through the performance
of our strategic businesses.

Each has achieved market leadership by
demonstrating consistency in Product
Leadership, World Class Service, and being
an Employer of Choice.

Our focus on growth begins with a commitment
to our clients.

We thank our clients for the opportunity to serve

them, and in several case studies on the pages
that follow we are proud to show how ADP
solutions help make a difference...




Employer Services

Building on strong momentum from fiscal 2005, Employer Services (ES) is focused on capturing new market
opportunities, accelerating sales and revenue growth, and expanding the client base through superior product
offerings supported by World Class Service.

LARGE MARKETS AND OPPORTUNITIES

ES provides leading HR, payroll, time and labor management, and benefits administration solutions to employ-
ers throughout the United States and in major markets around the world. The markets we serve are large and
growing. Each offers the opportunity for future growth and we have a very broad range of proven products and
services to address the needs of virtually every size employer.

EXCELLENT INTERNAL GROWTH

In fiscal 2006, ES revenues increased 10% year over year. We added over 26,000 net new ES clients. Traditional
payroll and tax filing revenues grew 7%, the highest growth level in four years. Our "beyond payroll” product rev-
enues in the United States grew 15%, led by higher growth solutions such as our Professional Employer
Organization, Time and Labor Management Services, Tax Credit Services, Flexible Spending Account
Administration Services, and Screening and Selection Services.

New business sales, representing annualized recurring revenues anticipated from new orders, increased 13%
year over year, with particular strength in National Account Services, TotalSource® and GlobalView®™, Client
retention once again reached an all-time high; ES clients stay with us longer, approaching an average of almost
10 years, based on revenue life cycle. This retained revenue stream is important to our margins because existing
clients are more profitable than new clients, where there are offsetting seiling and implementation expenses.

ES is committed to accelerating sales and revenue growth through expanding our salesforce, improving sales
productivity, and growing alternate channel sales.

WELL-FOCUSED BPO SERVICES
The fast-growing HR BPO (business process outsourcing) market represents a compelling growth opportunity
for ADP. There is increased demand from employers across all markets for broad, integrated solutions.

Unlike traditional outsourcing that emphasizes single-application processing, HR BPO focuses on the outsourc-
ing of integrated, multiple processes —~ such as payroll, HR, and benefits and related administration, including
compliance and employee call center support. BPQO services also generate three-to-ten times the revenue of
clients that simply outsource individual applications.

ES is well suited to grow profitably in the HR BPO marketplace. We offer a suite of broad-based solutions for
companies of all sizes, with product and service components that are highly valued by our clients. Our scalable
proprietary platforms deliver unparalleled domain expertise in payroll, time and labor management, benefits,
HR, and money movement, as well as proven delivery and process-focused best practices. Combining these
core offerings with the administration of payroll and HR relieves our clients of back-office tasks and allows
them to focus their resources on running their business.
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MICROSOFT® CORPORATION

SINGLE
(FUERIBLE,
COST-EFFECTIVE MULTI-COUNTRY SCLUIEN

Lccca@o:o >

“ADP brings great value to Microsoft: country knowledge, best
practices, proven solutions, world class service, expert inquiry
management, multilingual/multicurrency capability, and a
responsive service organization.”

DIANNE GREENE (left), Sr. Director, GlobalView®™ Client Service
ADP Employer Services International

"With GlobalView, Microsoft has an enterprise-wide, single
platform solution to serve its international payroll operations.”

KIRSTEN FOLKEDAL {right), Global Marketing Director
ADP Employer Services International

ONE PLATFORM > ONE SEAMLESS INTEGRATION >
GlobalView leverages the SAP Human Capital  GlobalView provides an interface to general ledger and
Management (HCM) solution to deliver an international  other corporate systems.
payroll solution for Microsoft on a single plaiform.

ONE SERVICE LEVEL AGREEMENT >
ONE DATABASE > While its employees enjoy service consistency worldwide,
Microsoft benefits from an efficient, highly scalable,  Microsoft eliminates the need to manage multiple vendors
multi-client, template-driven database that enables  across different geographies.
implementation that is faster than conventional installations.

COST-EFFECTIVE, COMPLIANT SOLUTION >
ONE GLOBAL REPORTING SYSTEM > Microsoft receives mulilingnal, multicurrency,
Leveraging standard reports across its enterprise,  legislatively compliant, and scalable payroll outsourcing
Microsoft has global visibility for strategic decision-making.  services at a predictable cost worldwide.
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ADVANCE REALTY GROUP

i UMAN PAVRELL, TAS FILING ABMIMISTRATICH

EMBUCYER

EMPLOVEE WEE SELA-SETVIEE xmm‘! MEALTHMCARE COVERAGE AND ATMINISTRATION
|
\\
\\
: \\ - ,*
- CEBULATORY \‘\ '
EOMPLIANEE MANAGEMENT

| WYORKERS COMPENSATION L
COVERAGE AND RISK MANAGEMENT

“n my role as an ADP TotalSource® Human Resources
2 professional, lmfocusmgo Advance Realty Group's HE related
~tasksis,uch»as em| iniig, and d L
 help administer emp yee benefits and payroli, and p £
B comphance guidance. on “employment-related ma%:ters S0 ‘

- owners can focus on the business. nitiatives that drive topfhne
- growth and margin expansron

- LISA M. RAINHA Human Resources Generalist
~ ADP TotalSource, Northeast Region

PAYROLL TAX, HR, AND BENEFITS ADMINISTRATION >
As an owner and developer of office, flex, industrial,
retail, and multi-family properties in the New J ersey and
Washington, D.C. markets, Advance Realty Group offers
- & suite of healthcare benefits and workers’ compensation
‘coverage forits 120 employees through a co-employment
arrangement with ADP’s Professional Employer
Organization (PEQ) —~ ADP TotalSource.

and state-spemfm kraowledge of empleymam
Tangible results range from reduced risk ‘of tax hling
errors atid ‘rvelated -penalties, to providing a safes

workplace and minimizing downtime in the event of
workplace m]urws

ECONOM|CAL AND EFFICIENT >
By providing aceess to information and 3531512&“[’506 as w e
‘ needed from dedicated ADP replesenlatwes‘ ADP.

- COMPLIANCE AND RISK MANAGEMENT ASSISTANCE > TotalSource helpb Advance Realty Group to lower s

' Firms like Advance Realty Group that operate within

employer-related administrative costs of domg busmess, '
multiple states benefit from ADP’s compliance expertise  while enhancing its HR services to employees.
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EMPLOYER SERVICES

ES offers BPO-like solutions across all markets: TotalSource, our PEO (Professional Employer Organization), and
ADP Resource™, our ASO (Administrative Services Offering), for small to mid-size employers; COS
(Comprehensive Outsourcing Services) for larger employers; and GlobalView for multinational organizations.

PEO GROWTH AND THE ASO OPTION
ADP's PEQ, TotalSource — where ADP is a co-employer — includes a full range of outsourced payroll, tax and
benefits administration and HR support, including health and workers' compensation coverage.

TotalSource continues to be one of ADP's fastest growing businesses. Sales activity is robust and we serve
over 5,700 clients that represent 139,000 worksite employees. TotalSource is now the largest PEO in the
United States, when measured in terms of total worksite employees paid.

This year, TotalSource expanded into the large California PEO market. California’s small and mid-size busi-
nesses face many regulatory challenges that create strong demand for an employment administration and
compliance solution, making the state an excellent PEO growth market. Our relationship with leading
providers of health and welfare benefits in California adds to the attractiveness of our PEO offering for
employers who want to provide a full suite of HR services and benefits to attract and retain the best
employees.

ADP Resource, our ASO offering, is a natural outgrowth of the PEO business. Its distinguishing features are
the absence of co-employment and the use of the client’s own health and workers’ compensation coverage.
We expect ASO to appeal to an under-penetrated market of companies with 5 to 250 employees that value
cutsourced HR/payroll services, but either do not want or cannot meet the underwriting requirements for
a PEO co-employment arrangement, or would prefer to retain their existing benefit structure.

COS SERVES AN EXPANDING CLIENT BASE

COS — our BPQ solution for larger employers — enables employers to fully outsource payroll, time and labor
management, and HR, as well as payroll and HR administration. Like other BPO offerings that provide
added value, COS helps to deepen client relationships across multiple products, which we believe will lead
to higher client retention.

Launched in 2004, our COS solution now serves nearly 250,000 employees from a wide variety of busi-
nesses in the United States. COS has been well-received in the marketplace and has a healthy sales
pipeline. We have continued to add resources to support and build out the COS infrastructure to meet the
needs of this growing market.

OUR GROWING GLOBAL FOOTPRINT
ES continues to expand its international presence, serving multinational and local enterprises with payroll
and human resource information services. Between our best-of-breed local country and GlobalView offerings,

we provide solutions to clients in 31 countries throughout North and Scuth America, Europe, and Asia.

GlobalView — which uses the mySAP™ 2004 ERP Human Capital Management software — is a unique offer-
ing in the marketplace, providing payroll, human resource management, and self-service solutions across
an international landscape, giving multinational clients access to their employees’ records through a single

database with robust reporting capabilities.
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EMPLOYER SERVICES

Understanding the added value that knowledgeable and fluent local support personnel bring to our growing
international business, we have opened dedicated regional service centers in Prague (Czech Republic), Halifax
(Canada), and Hyderabad (India). These are in addition to our live hosting centers in Australia, France,

and Canada.

This year, we opened two representative offices in China, the largest developing market in the world, in the cities
of Shanghai and Beijing. Through our Shanghai facility, we support global and multinational firms that have
employees in China on our GlobalView solution.

ALLIANCES

Alliances are another important way to expand our distribution model. By partnering with other market-leading
companies whose offerings complement ours, we reach out in a cost-effective manner more broadly and deeply into
our markets, connecting with businesses that we would not normally reach.

In the small business payroll segment, we "wholesale” ADP services to CPAs, who input and process their clients’
payrolls using our applications, services, and back-end infrastructure. We also provide these accountants with the
ability to print checks and reports from their office or have ADP deliver the payroll directly to their clients, while the
accountants maintain direct contact with their clients.

SMARTSHORE AND OFFSHORE INITIATIVES

Future success depends on our ability to remain competitive in the marketplace. That recognition has led us to cre-
ate a new generation of service hubs: smartshore and offshore facilities that are designed to deliver World Class
Service, and concurrently improve productivity and margins by leveraging the advantages of low-cost geographies,

economies of scale, and best practices.

Smartshore centers — we recently created a centralized service environment that helps to improve the overall
client experience. Our newly operational facility in El Paso, Texas, is an example of this centralized service
strategy, which is an important part of our long-term investment in World Class Service and will help us to improve

our competitive position.

Offshore centers — we enhance our global competitiveness by serving clients across multiple time zones through
service facilities such as our office in Hyderabad, India, which provides IT support services to clients globally for all
ADP businesses.

Offshoring and smartshoring certain non-client-facing functions help to accelerate time to market.

SUBSTANTIAL MARKET OPPORTUNITY REMAINS
As ADP's oldest business with more than 55 years of experience serving the needs of employers, ES still enjoys a

wide array of new growth opportunities. Consider this sampling:
> we pay 1-in-6 workers in the U.S. private sector;

> the HR BPO opportunity, which remains under-penetrated in all market segments, has a multi-billion dollar
potential in the U.S. market and abroad;

> we pay a very small percentage of all employees in the international markets we serve; and

> cross-selling of our beyond payroll products into our traditional payroll/payrolil tax filing base continues to offer a
significant opportunity.




CHRISTIANSON ACCOUNTING SERVICES

PAYROLL PROCESSING

TAR FILING
CEDICAVED CLIENT SERVICE

‘ADP's Accountant Wholesaler Program enables Christianson
Accounting Services to process its clients’ payrolls with ADP
and offer other value-added ADP services.”

ERIC W. ARMSTRONG (left), Senior Client Service Representative
ADP ES Small Business Services

“The wholesaler program is valuable to accountants because it helps
them increase their firm's profit margin. By transferring administra-
tive processing tasks to ADP, they have more time to advise clients
on pertinent accounting matters. Using ADP as a resource, they also
have a competitive advantage over other accountants.”

ANTIONETTE TURK, CPP (right), Client Service Manager
ADP ES Small Business Services

THE ACCOUNTANT WHOLESALER PROGRAM > "BACK-OFFICE" PROCESSING >

Christianson Accounting Services of Alexandria,
Virginia, processes the payrolls of nearly 20 of its clients
through ADP’s Accountant Wholesaler Program, using a
Web-based interface.

HEADACHE-FREE, REGULATORY COMPLIANT SERVICE >
Accountants have the assurance that the services they
offer to their clients through ADP comply with applicable

tax laws and regulations.

Accountants in the wholesaler program send their clients’
payroll information to ADP via secure Web access. ADP
processes the payrolls, and the accountants can choose to
print paychecks and related reports, or have ADP
deliver them. Throughout the entire payroll process, the
accountant remains the single point of contact for his or
her clients.
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Brokerage Services

Continued growth in our investor communications business, strong trade volumes in the back office, increased
sales, and strong client retention throughout Brokerage Services contributed to a year of positive performance.
Brokerage Services posted revenue growth of 11% for the year, which includes the first fuli year of operations for ADP
Clearing & Outsourcing Services™.

BACK-OFFICE PROCESSING

Brokerage Services processed a higher volume of equity trades this year. Institutional, retail, and Internet trade vol-
umes all grew year over year, while average revenues per trade continued to decline due to both trade mix and
higher volumes from our largest institutional clients. Client retention was positive and new sales were strong.
We also expanded our margin by leveraging the high scalability of the business.

SECURITIES CLEARING AND OPERATIONS OUTSOURCING

An important new component of our back-office business, ADP Clearing & Outsourcing Services creates a BPC offering
that serves retail and institutional businesses in the financial services industry. It enables us to create a full-service
back-office solution and is a vital part of the growth strategy for the back-office business. ADP Clearing &
Outsourcing Services completed its first full year with a growing client list and an active sales pipeline. This business

provides two BRO-like options:

> The Clearing solution enables clients to outsource their entire back-office function while using ADP’s balance
sheet to finance inventory and margin balances. Entering the Clearing business enables Brokerage Services to
offer an end-to-end solution to approximately 4,000 smaller broker-dealers that desire a single source to process
and clear their trades.

> The Operations Outsourcing solution allows brokers of ali sizes to outsource the administrative functions of trade
processing — from order entry to clearance and settlement — to ADP, while maintaining their ability to finance and

capitalize their businesses.
Reliable, scalable, and cost-effective, ADP Clearing & Outsourcing Services has gained excellent market traction in 2008.

INVESTOR COMMUNICATIONS
As the market's leading provider of investor communications, including proxy mailing and vote processing services, ADP
helps thousands of public companies and mutual funds communicate and conduct business with their shareholders.

This year, our investor communications business realized increased revenue from a higher volume in mutual fund
mailings and strength in our “beyond beneficial” products — primarily transaction processing of statements and
confirms. In fiscal 2008, we tabulated more than 100 million shareholder ballots.

We continue to expand our global proxy service capabilities. For example, this year the electronic proxy voting plat-
form implemented as part of our joint venture with the Tokyo Stock Exchange and the Japan Securities Dealers
Association became fully operational. Based on ADP's ProxyEdge®, our automated proxy management service, this
solution provides a Japanese language voting platform with Japanese content for local investors, and is fully inte-
grated with our global proxy voting platform.

Client retention in our investor communications business continues at strong historic rates.
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Dealer Services

As the leading provider of integrated dealer management system (DMS) solutions to automotive, heavy truck,
motorcycle, marine and RV dealers and manufacturers in North America, Dealer Services significantly expanded into
new international markets in 2006.

THE NORTH AMERICAN MARKETPLACE

We will continue to grow our Dealer Services husiness in the North American market where the vast majority of
vehicle dealerships already use an integrated DMS. Our strategy is to provide a superior product set with more
value-added services beyond our core DMS offering to our existing clients, enabling these retailers to sell their
vehicles, parts, and service more profitably. Many of these dealerships — including seven of the ten largest auto
consolidators, where nine have chosen a single-source DMS provider — exclusively use the products and services of

ADP Dealer Services.

Sustained high retention and superior client service position Dealer Services to considerably strengthen its role as
a market leader. We also had strong year over year revenue growth in our primary product offerings, which include:
ASP (Application Service Provider) managed services, which allow dealers to outsource IT management and com-
puting and network infrastructure ta ADP; CRM (Customer Relationship Management), which empowers dealers
with an integrated way to find, sell, and retain customers; and Integrated IP Telephony, which provides dealers with

a single network for voice and data communications.

This year, we also introduced new services that add incremental value to our client relationships. ADP's
CustomerTouch™, triggered by events stored in DMS, enables dealers to automatically contact the right clients at
the right time by direct mail, e-mail, and automated or live voice methods. In addition, Screening and Selection
Services from ADP's Employer Services business assists dealerships in making successful hires that reduce employee
turnover and mitigate hiring liabilities. In the latter half of fiscal 2006, we acquired BZ Results, a premier provider
of innavative, high-end e-marketing solutions that help dealers engage more online customers through search
engine optimization, e-mail marketing, virtual test drives, Internet lead management, and automated follow-up.

NEW INTERNATIONAL OPPORTUNITIES

Our acquisition of U.K.-based Kerridge Computer in December 2005 positions us to extend our presence to new
geographies, and focus on greater global expansion. Kerridge's strong experience with European-based OEMs, vehi-
cle distributors, and emerging global markets helps us to increase our opportunities in those areas. Our core DMS
synergies will also enable us to export our successful North American growth strategy of building client relation-
ships on solutions that are scalable and feature layered applications.

With the addition of Kerridge, ADP Dealer Services now serves nearly 25,500 clients in over 40 countries, including
new markets in Western, Central, and Eastern Europe; the Middle East; South Africa; and Asia, including China.

While international growth is important to support the growing demands of OEMs for our global solutions, the
majarity of our Dealer Services revenues are generated in North America, where we have deep client relationships.
The importance of our large North American client base will continue to drive our commitment to our investment

in this market.
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ADP At A Glance

REVENUES

| 65%

O Employer Services

& Brokerage Services

EARNINGS FROM CONTINUING
OPERATIONS BEFORE INCOME TAXES

] 75%

18%

______ Y S R |
20 40 60 80 100
QO Dealer Services € Other

KEY DATA
> One of the largest independent computing

services companies in the world
> $8.9 billion in annual revenues
> More than 570,000 clients worldwide
> 46,000 associates

> Rated AAA and Aaa by Standard & Poor's

and Moody’s, respectively

EMPLOVER SERVICES

The leading provider of a full range of human resource information, payroll, time and labor
management, benefits, and related administration, and BPO solutions that help employers
increase productivity, ensure regulatory compliance, improve employee retention, and control costs.

MAJOR GEOGRAPHIC MARKETS

North America, Europe, Australia, Asia, and Brazil

ES BUSINESSES

MARKET-FACING BUSINESS UNITS

> SMALL BUSINESS SERVICES (SBS) Serves
businesses with fewer than 50 employees

> MAJOR ACCOUNTS SERVICES (MA) Serves
businesses with 50-999 employees

> NATIONAL ACCOUNT SERVICES (NAS) Serves
businesses with 1,000 or mare employees

> ADP TOTALSOURCE®

Professional Employer Organization
Provides comprehensive employment admin-
istration outsourcing solutions through a co-
employment relationship, including payroll,
payroll tax filing, employee background checks,
HR guidance, 401(k) plan administration, ben-
efits administration, compliance services,
health and workers' compensation coverage,
and supplemental benefits for employees
Administrative Services Offering — Provides
an integrated, flexible HR and payroll service
offering, ADP Resource®™, without the co-
employment relationship, with a menu of
optional services such as 401(k), FSA, and
pay-as-you-go workers’ compensation

>ES INTERNATIONAL SERVICES Serves
multinational and other clients outside the
United States with payroll processing and
HR administration services

PRODUCT-ORIENTED BUSINESS UNITS

> FINANCIAL AND COMPLIANCE SERVICES
Provides employer-related tax services and
electronic money movement services to all
Employer Services business segments,
including SBS, MA, and NAS

> RETIREMENT SERVICES Provides record-
keeping and related administrative
services with respect to various types
of retirement [primarily 401(k)] plans,
deferred compensation plans, and
“premium only” cafeteria plans

> PRE-EMPLOYMENT SERVICES Provides
selection, screening, and compliance
services to assist employers in making strong
hires and reducing hiring-related liabilities
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FY06 BUSINESS HIGHLIGHTS

> Served approximately 545,000 clients in
31 countries around the globe

> Paid 1-in-6 U.S. workers and 32 million
people worldwide

> Provided over 50 million workers with one
or more Of our services

> Increased client retention to an all-time high

> Achieved our first double-digit arganic
revenue growth year since 2001

> Grew new business sales 13% for the year —
fourth quarter new business sales growth of
28% was the strongest quarterly sales
growth in nearly nine years

> Expanded our "beyond payroll” services to
approximately 40% of total ES revenues in
the United States

> Increased average client funds balances
nearly 11% over last year

> Electronically moved over one trillion dollars
in client tax, direct deposit, and related
client funds

> Increased the number of large employers
that have selected our Comprehensive
Outsourcing Services to 40

> Grew the number of companies that have
chosen GlobalView®™ — our multinational
BPO-like solution, launched with a single client
in FYOS — to 48, representing over 450,000
employees

> Launched the ADP National Employment
Report™, a real-time new estimate of
employment trends in the U.S. non-farm
private  sector, based on a maonthly
sampling of active payroll data




A leading provider of transaction processing,
desktop productivity applications, investor
communications solutions, and clearing and
operations outsourcing services to the
financial services industry worldwide.

MAJOR GEOGRAPHIC MARKETS
North America, Europe, Asia, and Australia

The leading provider of integrated dealer
management systems (DMS) and business
solutions for automotive, heavy truck, motor-
cycle, marine, and RV retailers and their man-
ufacturers.

MAJOR GEOGRAPHIC MARKETS
North America, Europe, the Middle East,
Australia, South Africa, and Asia

FY06 BUSINESS HIGHLIGHTS

> Processed an average of 1.7 million trades
per day in major equities markets world-
wide, a measure of volume-driven revenue

> Served the investor communications
needs of approximately 13,000 U.S.
publicly traded corporations and 450
mutual funds and annuity companies, on
behalf of more than 850 brokerage firms
and banks

> Distributed nearly 1.1 billion pieces of
investor communications materials — 8%
mare than last year, including proxy ballots
cavering more than 565 billion shares

> Delivered nearly 50 million investor
communications via the Internet — 30%
more than last year

FYOB6 BUSINESS HIGHLIGHTS
> Served nearly 25,500 auto, truck, motorcycle,
marine, and RV dealers worldwide

> Crossed the one billion dollar mark in revenue

> Achieved continued strong client retention
year over year

> Successfully launched our new DMS
w.e.b.Suite™20086, growing overall client
DMS w.e.b.Suite penetration to 32%

> Selected as the exclusive DMS provider by
7 of the top 10 U.S. automotive consolidators,
where nine have chosen a single-source
provider

> Acquired U.K.-based Kerridge Computer,
one of the premier global DMS providers
with nearly 8,000 client sites worldwide

> Selected to become the sole-source DMS
provider for UAG Sytner Group's 95 dealer-
ships in the United Kingdom
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BROKERAGE SERVI(;ZES

> Launched a new proxy solicitation service
for mutual funds clients, including the
operation of a 200-seat call center that
provides us with the ability to recognize,
prioritize, and initiate calls based upon
shareholder profile

> Introduced a comprehensive new year-end
tax information reporting service to
brokers through a strategic alliance
with The Depository Trust & Clearing
Corporation

> Brought to market ProVisor® Wealth, an
integrated wealth management solution
that provides data integration and work-
flow continuity to investment advisors and
their clients

> Increased our Customer Relationship
Management (CRM) solution base to more
than 1,000 sites — a 34% increase

> Expanded our Application Service Provider
{ASP) managed network to over 130,000
users at more than 3,500 sites

> Acquired BZ Results, a provider of high-end
e-marketing solutions that help vehicle
dealers to more effectively spend their
marketing budget by using both the Web
and CRM to attract customers for sales
and service

> Honored by the Service & Support
Professionals Association — the leading
industry association for IT professionals —
for Best Practices in Support Technology



Statements of Consolidated Earnings

{In miltions, except per share amounts)

AUTCMATIC DATA PROCESSING, INC. AND SUBSIDIARIES

Years ended June 30, 2006™ 2005© 20049
Revenues, other than interest on funds held for

Employer Services' clients and PEQ revenues $ 7,628.0 $ 6,985.3 $ 6,457.0
Interest on funds held for Employer Services’ clients 549.8 4214 3554
PEQ revenues® 703.7 577.0 467.0
Total revenues 8,881.5 7.983.7 7,.279.4
Operating expenses 4,289.5 3,764.8 3,308.7
Selling, general, and administrative expenses 2,035.1 1.832.8 1.789.7
Systems development and programming costs 589.8 550.3 523.7
Depreciation and amortization 288.6 273.9 277.1
Other income, net (64.5) (31.2) (54.7)

7,138.5 6,390.6 5,844.5

Earnings from continuing operations before income taxes 1,743.0 1,593.1 1,434.9
Provision for income taxes 670.6 594.8 537.2
Net earnings from continuing operations 1,072.4 998.3 897.7
Earnings from discontinued operations, net of provision

for income taxes of $123.2, $27.7 and $21.7 for the three

years ended June 30, 2006, 2005 and 2004, respectively 481.6 57.1 379
Net earnings $ 1,554.0 $ 10554 $ 9356
Basic earnings per share from continuing operations $ 1.87 $ 1.7 $ 1.52
Basic earnings per share from discontinued operations 0.84 0.10 0.06
Basic earnings per share $ 270 1.81 $ 1.58
Diluted earnings per share from continuing operations $ 1.85 $ 1.69 $ 1.50
Diluted earnings per share from discontinued operations 0.83 0.10 0.06
Diluted earnings per share $ 288 $ 179 $ 156
Basic weighted average shares outstanding 574.8 583.2 5917
Diluted weighted average shares outstanding 580.3 5380.0 598.7

(A} Professional Employer Organization (PEO) revenues are net of direct pass-through costs of $6,977.0, $5,499.2 and $4,237.0, respectively.

(B) The Statement of Consolidated Earnings for the year ended June 30, 2006 reflects the results of the Company on an "as reported” basis and includes incremental stock
compensation expense relating to the Company’s stock compensation plans of $30.9 in operating expenses, $85.9 in selling, general, and administrative expenses, and
$31.9 in systems development and programming costs, as well as a related tax benefit of $41.7 in provision for income taxes, in accordance with Statement of Financial
Accounting Standards (SFAS) No. 123R, “Share-Based Payment,” which the Company adopted as of July 1, 2005.

(C) The Statements of Consalidated Earnings for the years ended June 30, 2005 and 2004 reflect the results of the Company on an “as reported” basis and do not inciude

stock compensation expense relating to our stock option plan and employee stock purchase plan.

In order to show the results for the years ended June 30, 2006, 2005, and 2004 on a comparable basis, adjustments for incremental stock compensation expense
relating to the Company's stock compensation plans are shown in the Statements of Consolidated Earnings - Comparable Basis, as Adjusted for Stock Compensation

Expense for the Years Ended June 30, 2005 and 2004 on page 23.

Our Annual Report on Form 10-K, which includes Management’s Discussion and Analysis, Financial Statements and related Footnotes, is available

ontine under “investor Relations” en ADP's Web site, www.adp.com.
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AUTOMATIC DATA PROCESSING, INC. AND SUBSIDIARIES

{In millions, except per share amaunts)

Statements of Consolidated Earnings

Comparable Basis, as Adjusted for Stock Compensation
Expense for the Years Ended June 30, 2005 and 2004

Years ended June 30, 2006® 20059 2004
Revenues, other than interest on funds held for

Employer Services' clients and PEO revenues $ 7,628.0 $ 6,985.3 $ 6,457.0
Interest on funds held for Employer Services' clients 549.8 4214 3554
PEO revenues® 703.7 577.0 467.0
Total revenues 8,881.5 7,983.7 7279.4
Operating expenses 4,289.5 3,803.6 3,344.8
Selling, general, and administrative expenses 2,035.1 1,925.6 1,888.3
Systems development and programming costs 588.8 5917 560.4
Depreciation and amortization 288.6 273.9 277.1
Other income, net (64.5) (31.2) (54.7)

7,138.5 6,563.6 6,015.9

Earnings from continuing operations before income taxes 1,743.0 1,420.1 1,263.5
Provision for income taxes 670.6 546.3 4733
Net earnings from continuing operations 1,072.4 873.8 7904
Earnings from discontinued operations, net of provision

for income taxes of $123.2, $25.2 and $18.6 for the three

years ended June 30, 2006, 2005 and 2004, respectively 481.6 50.0 32.6
Net earnings $ 1,554.0 $ 9238 823.0
Basic earnings per share from continuing operations $ 1.87 $ 150 1.34
Basic earnings per share from discontinued operations 0.84 0.09 0.06
Basic earnings per share $ 270 $ 158 1.39
Diluted earnings per share from continuing aperatians 3 1.85 S 1.48 1.32
Diluted earnings per share from discontinued operations 0.83 0.08 0.05
Diluted earnings per share $ 268 S 1.57 S 1.37
Basic weighted average shares outstanding 574.8 583.2 591.7
Diluted weighted average shares outstanding 580.3 580.0 598.7

(A) Professional Employer Organization (PEQ) revenues are net of direct pass-through costs of $6,977.0, $5,4383.2 and $4,237.0, respectively.

(B) The Statement of Consolidated Earnings for the year ended June 30, 2006 reflects the results of the Company on an "as reported” basis and includes incremental stock
compensation expense relating to the Company's stock compensatian plans of $30.9 in aperating expenses, $85.9 in selling, general, and administrative expenses and
$31.9 in systems development and programming costs, as well as a related tax benefit of $41.7 in provisicn for income taxes, in accordance with SFAS No. 123R,

which the Company adopted as of July 1, 2005.

(C) The adjusted Statements of Consolidated Earnings for the years ended June 30, 2005 and 2004 include the pro forma impact of the incremental stock compensation
expense relating to the Company's stock optian plan and employee stock purchase plan of $38.8 and $36.1 in operating expenses, $92.8 and $38.6 in selling, general,
and administrative expenses, and $41.4 and $36.7 in systems development and programming costs, as well as related tax benefits of $48.5 and $64.1 in provision for

income taxes for the years ended June 30, 2005 and 2004, respectively.

Our Annual Repert on Form 10-K, which includes Management’s Discussion and Analysis, Financial Statements and related Footnotes, is available

online under "Investor Relations” on ADP's Web site, www.adp.com.
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Consolidated Balance Sheets

AUTOMATIC DATA PROCESSING, INC. AND SUBSIDIARIES

(In millions, except per share amounts)

June 30, 2006 2005
Assets
Current assets:

Cash and cash equivalents $ 1,900.6 $ 8536

Short-term marketable securities (includes $40.3 and $204.7 of segregated
securities deposited with clearing organizations or segregated for regulatory
purposes at June 30, 2006 and 2005, respectively) 367.9 695.8

Accounts receivable, net 1,202.4 11217
Securities clearing receivables 836.8 965.2
Other current assets 452.4 57114

Assets of discontinued operations - 662.2
Total current assets 4,760.1 4,869.9
Long-term marketable securities 334.0 447.9
Long-term receivables, net 215.4 186.9
Property, plant and equipment, net 782.4 637.9
Other assets 830.1 813.8
Goodwill 2,466.2 2,185.8
Intangible assets, net 618.0 575.7

Total assets before funds held for clients 10,006.2 9717.9
Funds held for clients 17,483.9 17,897.5

Total assets $27,490.1 $276154
Liabilities and Stockholders' Equity
Current liabilities:

Accounts payable $ 2073 S 1927

Accrued expenses and other current liabilities 1,546.4 1,511.3

Securities clearing payables 613.6 745.2

Income taxes payable 205.7 192.5

Liabilities of discontinued operations 19.7 220.1
Total current liabilities 2,592.7 2,861.8
Long-term debt 74.3 75.7
Other liabilities 373.4 3334
Deferred income taxes 1237 2387
Deferred revenues 527.0 462.7

Total liabilities before client funds obligations 3,691.1 39723
Client funds obligations 17,787.4 17,859.2

Total liabilities 21,478.5 21,8315
Stockholders' equity:

Preferred stock, $1.00 par value: Authorized, 0.3 shares; issued, none - -
Common stock, $0.10 par value: Authorized, 1,000.0 shares; issued,

638.7 shares at June 30, 2006 and 2005 63.9 63.9
Capital in excess of par value 157.4 -
Deferred compensation - (13.3)
Retained earnings 9,111.4 7,966.0
Treasury stock — at cost: 77.3 and 58.5 shares, respectively (3,194.8) (2,246.8)
Accumulated other comprehensive (loss) income (126.3) 141

Total stockholders' equity 6,011.6 5783.9
Total liabilities and stockholders’ equity $27,490.1 $27615.4

Our Annual Report on Form 10-K, which includes Management's Discussion and Analysis, Financial Statements and related Footnotes, is available

online under "Investor Relations” on ADP's Web site, www.adp.com.




AUTOMATIC DATA PROCESSING, INC. AND SUBSIDIARIES

Statements of Consolidated Cash Flows

(In millions)
Years ended June 30, 2006 2005 2004
Cash Flows From Operating Activities
Net earnings $ 1,554.0 $ 10554 935.6
Adjustments to reconcile net earnings to net cash flows provided
by operating activities:
Depreciation and amortization 288.6 273.9 2773
Deferred income taxes 339 21.9 106.2
Stock-based compensation expense 168.4 14.0 12.3
Pension expense 34.5 25.3 16.4
Realized gains (losses) from the sales of marketable securities 46 28.5 7.6
Amortization of premiums and discounts on available-for-sale securities 75.4 120.0 129.9
Gain on sale of discontinued operations business, net of tax (452.8) - -
Impairment of assets of discontinued operations business 18.6 - -
Other 329 (36.9) 435
Operating activities of discontinued operations (1.5) 55.8 38.3
Changes in operating assets and liabilities, net of effects from acquisitions
and divestitures of businesses:
Decrease {increase) in securities deposited with clearing organizations
or segregated in compliance with federal regulations 164.4 (179.8) -
Increase in receivables and other assets (0.6) (139.9) (225.4)
(Decrease) increase in accounts payable, accrued expenses, and other liabilities (94.7) 266.2 439
Decrease (increase) in securities clearing receivables 128.4 (16.3) -
Decrease in securities clearing payables (131.6) (54.7) -
Net cash flows provided by operating activities 1,812.5 1433.4 1,385.4
Cash Flows From Investing Activities
Purchases of marketable securities (5,846.5) (7,599.4) (8,087.2)
Proceeds from the sales and maturities of marketable securities 48550 6,629.1 5,339.3
Net (purchases of) proceeds from client funds securities 1,384.1 (3,765.6) 663.8
Change in client funds obligations (174.3) 5019.0 1,391.3
Capital expenditures (282.3) (187.3) (188.0)
Additions to intangibles (118.7) (103.4) (145.2)
Acquisitions of businesses, net of cash acquired (336.7) (404.4) (172.4)
Proceeds from the sale of businesses 902.4 17.2 21.5
Other 12.3 46 (5.5)
Investing activities of discontinued operations (13.7) (47.7) (136.4)
Net cash flows provided by (used in} investing activities 452.2 {437.9) {(1,318.8)
Cash Flows From Financing Activities
Payments of debt (0.7) (1.1} (1.4)
Proceeds from issuance of notes 0.5 0.3 0.4
Repurchases of common stock (1,298.9) (584.4) (629.9)
Proceeds from stock purchase plan and exercises of stock options 264.1 174.6 160.7
Excess tax benefit related to exercises of stock options 79 - -
Dividends paid (393.9) (344.9) (308.6)
Financing activities of discontinued operations 73.2 9.0 8.5
Net cash flows used in financing activities (1,348.8) (746.5) (770.3)
Effect of exchange rate changes on cash and cash equivalents 9.3 134 6.5
Net change in cash and cash equivalents 925.2 262.4 (697.2)
Cash and cash equivalents, beginning of year 975.4 73.0 1,410.2
Cash and cash equivalents, end of year 1,900.6 975.4 3.0
Less cash and cash equivalents of discontinued operations, end of year - (121.8) (108.2)
Cash and cash equivalents of continuing operations, end of year $ 1,900.6 $ 8536 S 604.8

Our Annval Report on Form 10-K, which includes Management's Discussion and Analysis, Financial Statements and related Footnotes, is available

online under “Investor Relations” on ADP's Weh site, www.adp.com.
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Directors and Corporate Officers

DIRECTORS

Gregory D. Brenneman @ John P. Jones @

President and Chief Executive Officer, TurnWorks, Inc. Chairman and Chief Executive Officer,
Chairman, ADP Compensation Committee Air Products and Chemicals, Inc.
Leslie A. Brun ©® Ann Dibble Jordan 0@

Chairman and Chief Executive Officer, SARR Group, LLC
Chairman, ADP Nominating/Corporate

Consultant

Member of various boards
Governance Committee

Frederic V. Malek @@

Gary C. Butler Chairman, Thayer Capital Partners
President and Chief Operating Officer, CEC-elect

Henry Taub

1@ .
Leon G. Cooperman Honarary Chairman

Chairman and Chief Executive Officer,
Omega Advisors, Inc. Arthur F. Weinbach
Chairman, ADP Audit Committee Chairman and Chief Executive Officer

0@ (1) Audit Committee
R. Glenn Hubbard * a designated “audit committee financial expert”

Dean of The Graduate School (2) Compensation Committee
. . , . {3) Nominating/Corporate Governance Committee
of Business at Columbia University ¢

CORPORATE OFFICERS Corporate Vice Presidents
Arthur F. Weinbach Steven J. Anenen
Chairman and Chief Executive Officer James B. Benson

Richard C. Berke

Janice M. Colby
President and Chief Operating Officer, CEC-elect Raymond L. Colotti

Gary C. Butler

Vi tR.C la
Group Presidents ineen oppo

Richard J. Daly
John Hogan
S. Michael Martone

John J. Gleason
Campbell B. Langdon
Regina Lee

Carlos Rodriguez
Michael P. Rooney
Robert Schifellite
Alan Sheiness

Dan Sheldon

Jan Siegmund
George |. Stoeckert
Thomas J. Tremba

Staff Vice Presidents
Adam D. Amsterdam
Douglas R. DeSchutter
Stephen A. Doherty
Richard Erickson

Gary E. Tarino

Daniel A. Zaccardo
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CORPORATE HEADQUARTERS
Automatic Data Processing, Inc.
One ADP Boulevard

Roseland, New Jersey 07068-1728
973.974.5000

STOCK TRANSFER AGENT AND REGISTRAR

Mellon Investor Services, our transfer agent, maintains the
records for our registered stockholders and can help you with
a variety of stockholder-related services.

You may contact Mellon {nvestor Services by regular mail at
P.0. Box 3315, South Hackensack, New Jersey 07606-1915, or
by registered or overnight mail at 480 Washington Boulevard,
Jersey City, New Jersey 07310C.

You may call Mellon Investor Services at the following
numbers:

888.414.68396 (U.S. and Canada)

201.328.8650 (International)’

201.329.8354 (TDD for hearing impaired)

Automated telephone support services are available 24 hours
per day 7 days per week. Mellon customer service representa-
tives are available from 9:00 a.m. to 7:00 p.m. (Eastern) Monday
through Friday.

When calling, please have your social security number or tax-
payer identification number available, and please identify
yourself as an ADP stockholder. You will also need to
furnish them with the name in which your account is
being maintained.

INDEPENDENT REGHSTERED PUBLIC ACCOUNTING FIRM
Deloitte & Touche LLP

CORPCRATE GOVERNANCE

Visit the About ADP section of ADP's Web site, at
www.adp.com, to see its key corporate governance documents,
including its Corporate Philosophy, Code of Business Conduct
& Ethics, Code of Ethics for Principal Executive Officer and
Senior Financial Officers, Corporate Governance Principles,
Audit Committee Charter, Compensation Committee Charter,
and Nominating/Corporate Governance Committee Charter.

ANNUAL REPORT, FORM 10-K AND OTHER REPORTS
AND FILINGS

This 2006 Summary Annual Report is also available online
under “Investor Relations” on ADP's Web site at
www.adp.com. Our annual report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, proxy
statement, statements of change in beneficial ownership and
other SEC filings, and amendments to those reports, state-
ments and filings, are available, without charge, on ADP's Web
site as soon as reasonably practicable after they are filed or
furnished electronically with the SEC. Copies also are available,
without charge, from ADP Investor Relations at: One ADP
Boulevard, Roseland, New Jersey 07068-1728. Phone:
973.974.5858.

Our Chief Executive Officer and Principal Financial Officer have
furnished the Sections 302 and 906 certifications required by
the SEC in our annual report on Form 10-K. In addition, our
Chief Executive Officer has certified to the NYSE that he is not
aware of any violation by us of the NYSE corporate governance
listing standards.

ADP COMMON STOCK

The shares of ADP Common Stack are listed on the New York
Stock Exchange with the symbol ADP. As of August 28, 2006,
there were 41,476 registered holders of ADP's Common Stock.

PRODUCT INFORMATION
For information about ADP's products and services, visit us at
www.adp.com.

CONTACT ADP'S AUDIT COMMITTEE OR BOARD OF
DIRECTORS

To report complaints about ADP's accounting, internal
accounting controls or auditing matters, or other concerns to
the Audit Committee or the non-management members of
the Board of Directors, send a detailed note, with relevant
documents, to P.O. Box 34, Roseland, New Jersey 07068, leave
a message for a return call at 973.974.5770, or send an e-mail
to adp_audit_committee@adp.com.

ANNUAL MEETING

This year's stockholders’ meeting will be held at Automatic
Data Processing, Inc., One ADP Boulevard, Roseland, New
Jersey, on November 14, 2006 at 10:00 a.m. A notice
of the meeting, proxy statement, and proxy voting card
will be mailed to stockholders starting on or about
September 27, 2006.

FORWARD-LOOKING STATEMENTS

This report and ather written or oral statements made from
time to time by ADP may contain "forward-looking state-
ments" within the meaning of the Private Securities Litigation
Reform Act of 1995. Statements that are not historical in
nature and which may be identified by the use of words like
"expects,” "assumes,” "projects,” "anticipates,” "estimates,” "we
believe," "could be" and other words of similar meaning, are
forward-looking statements. These statements are based on
management's expectations and assumptions and are subject
to risks and uncertainties that may cause actual results to differ
materially from those expressed. Factors that could cause
actual results to differ materially from those contemplated by
the forward-locking statements include: ADP's success in
obtaining, retaining and selling additional services to clients;
the pricing of products and services; changes in laws regulating
payroll taxes, professional employer organizations, employee
benefits and registered clearing agencies and broker-dealers;
overall market and economic conditions, including interest
rate and foreign currency trends; competitive conditions;
stock market activity; auto sales and related industry
changes; employment and wage levels; changes in technology;
availability of skilled technical associates and the impact of
new acquisitions and divestitures. In addition, the proposed
spin-off of the Brokerage Services Group is subject to inherent
risks and uncertainties, including: risks that the spin-off will
not be consummated; increased demands on our manage-
ment team to accomplish the spin-off; significant transaction
costs; risks of changes in our credit rating and risks from
changes in results of operations of our reportable segments.
ADP disclaims any obligation to update any forward-looking
statements, whether as a result of new information, future
events or otherwise.

© 2006 Automatic Data Processing, Inc. The ADP Logo is a
registered trademark of ADP of North America, Inc. Microsoft
is a registered trademark of Microsoft Corporation. Other
trademarks and service marks referred to herein are the
property of their respective owners.

@ This Report is printed on 10 percent post-consumer waste, acid-free paper.



AUTOMATIC DATA PROCESSING, INC.

One ADP Boulevard
Roseland, NJ 07068-1728

973.974.5000

.adp.com

Www




